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PREFACE 


Tlus  book  i3  an  outgrowth  of  classroom  discussions.    It 
ooQtains  in  substance  the  talks  on  economics  which  have 
been  made,  for  the  past  eleven  years,  to  my  classes  in 
Comeil  and  New  York  Uni^'ersities. 
B     No  apology  Is  offered  for  the  fact  that  this  volume  is 
Hmited  to  a  discussion  of  principles.    Even  ihe  concluding 
cha|itera  on  corporations  are  designed  to  exemplify  princi- 
ples.   The  time  has  long  since  passed  when  a  single  volume 
can  treat  exhaustively  the  whole  field  of  economics.     I 
sfaall  be  more  than  content  if  this  work  justifies  the  scope 
L  indicated  for  it  in  the  title — lotroduction  to  iCconomics. 
■      Designed  as  an  introduction,  this  book  will  serve  as  a 
H  means  to  the  end  of  a  more  intelligent  study  of  economic 
^  questions.   It  does  not  dispense  with  the  necessity  of  read- 
ing the  many  cicellent  treatises  devoted  to  the  different 
phases  of  economics;  rather  it  distinctly  calls  for  such  read- 
Engs.     It  merely  prepares  the  mind  of  the  student  for  the 
thought  contained  in  the  more  advanced  and  specialized 
works  on  the  subject  and  the  practical  applications  they 
reveal. 

At  the  end  of  each  chapter  arc  appended  cxcrdses  in 
the  form  of  questions,  problems,  and  fallacies,  the  object 
being  to  stimulate  independent  thinking  as  well  as  to  de- 
vdop  the  power  of  applying  what  the  student  has  learned. 
In  so  far  as  may  be.  the  problems  arc  stated  in  the  fomi  in 
which  they  appear  in  practical  affairs. 
The  effort  has  been  made  to  avoid  obscure  reasoning, 
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loose  generalities,  and  controversial  entanglements.  There 
arc  text-books  in  economics  which  set  forth  the  subject 
soundly  but  in  a  mamier  too  obscure  to  be  well  adapted 
for  tlie  beginner.  The  author  of  a  book  for  beginners  must 
hold  tlie  needs  of  the  student  constantly  in  mind.  Some 
wHtcrs  apparently  are  so  obsessed  by  fear  of  the  critic  as 
quite  to  forget  the  needs  of  the  student.  Other  authors, 
though  tliey  write  fearlessly,  load  the  evidence  in  favor  of 
this  contention  or  that,  thus  failing  to  secure  the  balance 
and  proportion  becoming  to  a  science.  Still  others  sIuniiA 
the  principles  in  haste,  wishing  to  introduce  the  beginner 
forlhmth  to  a  discussion  of  the  great  practical  problems. 
These  authors  are  unmindful  of  the  fact  that  without  a  sub- 
stantia! grounding  in  fundamentals  the  student's  thought 
must  go  astray  when  attacking  the  great  social  problems, 
involving,  as  they  do,  burning  issues  replete  with  "isms." 
These  superficial  writings  are  productive  of  haini  and  de- 
serve to  be  frowned  upon.  There  was  never  a  greater  need 
for  soumi  thinking  in  economics  than  in  these  unsettled^ 
times  following  the  war.  But  to  sound  thinking  there  isf 
only  one  true  guide — the  knowledge  of  fundamentals.  How 
far  I  have  succeeded  in  the  attempt  to  serve  this  end  musts 
be  left  for  others  to  decide.  V 

I  have  made  persistent  effort  to  keep  the  dynamic  dis- 
tinct in  thought  from  the  static  tlieory,  but  the  separation 
has  been  in  tliought  rather  than  in  space.  The  student  _ 
must  proceed  with  both  in  mind  if  he  would  at  once  con-  f 
ceive  principles  and  appreciate  their  practical  importance 
in  a  world  of  change  and  progress.  The  laws  of  economics, 
like  the  rules  of  arithmetic,  are  true,  but  you  undertake  the 
impossible  in  attempting  to  hold  the  student's  attention  to 
subject-matter  so  dry  apart  from  the  practical  aid  of  illus- 
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tntion.  To  put  actual  changes  out  of  sight  is  to  deaden  the 
student's  interest  in  the  subject. 

I  have  avoided  the  introduction  of  terms  for  which  tlierc 
is  not  sufficient  precedent;  liavc  followed  the  tendencj-  to 
ibandon  the  artiiicia]  classification  of  proKluctivc  factors 
into  land,  labor,  and  capital;  have  preferred  to  use  the 
lenn  desirability  rather  than  utility  in  ihu  \'alue  problem. 
Too  much  juggling  -with  the  tenn  utility  hast  left  it  with 
DO  distinct  meaning.  And,  moreover,  the  word  desirability 
(ior  the  use  of  which  there  is  sufficient  precedent)  ex- 
ctOently  expresses  the  idea  of  the  fitness  or  quality  of  an 
object  to  excite  a  wish  to  possess.  The  word  utility  finds 
me  in  the  problem  of  social  production. 

I  have  been  anxious  to  avoid  the  novel,  but  this  has  not 
prevented  some  departures  here  and  there  from  the  cur- 
rent statements  of  tlteories. 

The  first  four  chapters  were  written  in  the  belief  tliat 
economic  institutions  can  be  adequately  comprehended 
only  in  the  Ught  of  their  historical  de\'elopmeDt.  The  stu- 
dent will  have  deeper  regard  for  the  institutions  under 
iriticb  he  lives  when  he  contemplates  that  they  arc  the  out- 
growth of  progressive  changes  through  many  centuries; 
be  will  have  only  contempt  for  the  constitution  meddlers 
who  would  remodel  our  economic  life  over  a  week's  end. 
He  will  know  that  these  institutions  form  no  barrier  to 
progress  when  they  are  subject  to  modification  as  needs 
require.  Following  the  study  of  essential  institutions,  the 
problems  of  value  and  price  are  presented.  The  remainder 
of  the  book  is  devoted  to  the  following  topics  in  tlie  order 
here  given:  Money  and  banking;  production  and  rent; 
labor  and  wages;  capital  and  interest;  corporations,  mo- 
Dopoly,  and  trust  legislation. 
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INTRODUCTION:    THE    BEGINNING    OF 
ECONOMIC    LXSTITUTIONS 

t.  The  udoKC  at  economics,  j.  Rcqiiircmcnti  of  ihe  couitimint,  j, 
Mist^cs  io  oufy  ^fKcialixation.  4-  I'nnripln  finl,  thrn  >|ircia]tutinn. 
5.  From  objntJvr  to  subjcclive  tnotm).  6.  KhowIhIkt  h  power.  7. 
From  physical  to  ment^.  8.  Time  &lagts  ot  progrvta.  g.  The  hunier 
aUgc  10,  Tbc  pftitoTkl  aUgc  ti,  I>nmcsti<*tioa  and  incfircct  iiroduc- 
boD.  12.  OifiKlhig  interett*.  13.  Prasuro  and  progm».  14.  Tribal 
property.  15.  Vuict)-  and  Iradc  16.  Self  suf&dcncy.  17.  Ttic  o^'cul- 
tiuil  uaft.  18.  Whai  the  agriculturist  muti  knaw.  19.  Tttrec  o-tcntlalii 
o(  thrift.  M.  A  KttM  life.  it.  Pioductioo  and  civilixaU'tm.  ti.  SUv- 
ay.  9j.  The  amduiion.  14.  From  primitive  to  maooml  (irnot.  35. 
Fcsdaliam.  36.  The  manoral  lystcm  ia  l^cigdiiul.  37.  Ashley's  pirture  of 
the  ckvtsUKcntujy  manor.  18.  Tcnanlit.  39.  Sclf-vuITiciency  on  roan- 
«n.    5a  The  ttUlioo  of  property  to  government,    ji.  Excrdacs. 

I.  The  Sdenc«  of  Economics. — Sdence  originates  In 
man's  endeavor  to  answer  the  eternal  question  "why." 
In  answer  to  this  question,  thinlters  arc  ever  on  the  alert 
to  detect  agreements  and  difTorcnces  among  things.  The 
untutored  sec  a  million  phenomena,  but  these  in  chaotic 
mass.  The  scholar  sees  the  same  phenomena,  but  subjects 
these  to  law  and  order.  He  ties  things  with  like  qualities 
into  a  bundle  by  themselves,  and  this  bundle  is  the  subject- 
matter  of  a  science. 

Why  arc  there  panics  in  the  business  world?  Why 
does  the  cost  of  living  continue  to  rise?  Why  does  a 
movie  actor  get  more  for  a  single  performance  than  a 
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common  laborer  get* -for  a  year's  work?  Why  is  there 
mutual  profit  ir^'tr&dlng?  Why  do  we  have  monopolies? 
and  why  are  9oki.c- munoijoly  prices  high  ant!  others  low? 

ProblemB' pf.'this  sort  are  legion,  but  when  exposed  to 
examination'  t)iey  arc  found  to  exist  in  causal  relationship. 
Thcy-.may  be  tied  into  one  bundle,  and  they  form  the 
sub'5<,'H  "matter  of  one  science — the  science  of  Economics. 

2.  Requirements  of  the  Economist. — This  group  of 
•.  '•retttted  thought  is  subject  to  scientific  classification  and 
'.'"inquiry.  But  the  ability  to  make  such  classific-ation  im- 
plies a  grasi»  of  tlie  principles  wliich  underlie  the  science. 
New  specimens  of  animals  must  remain  str:Ly  in<lividua] 
curiosities  to  him  who  is  ignorant  of  the  eight  great  sub- 
kingdoms  of  animals.  Likewise,  no  rigorous  classification 
of  the  varied  business  phenomena  is  possible  apart  from 
the  fundamental  economic  laws  which  these  phenomena 
obey. 

The  student  incapable  of  comprehending  beyond  his 
five  senses  is  advised  to  let  economics  alone,  for  the  char- 
acteristic feature  of  this  science  is  the  interdependence  of 
its  subject-matter.  A  ^jcth  sense  is  required,  that  of  the 
detection  of  hidden  relations.  In  addition  to  this  sense, 
the  mental  equipment  of  a  first-rate  economist  comprises, 
first  of  all,  greatness  of  mind,  then  breadth  of  scholarship, 
and  finally  the  knowledge  of  application  which  converts 
dead  facts  into  quick  thought. 

3.  Mistakes  in  Early  Specialization. —The  surest  road  to 
failure  as  an  economist  ts  for  the  student  to  begin  with  a 
special  branch  of  the  subject  and  pursue  it  to  iJie  exclu- 
sion of  other  studies.  Specialization  there  must  be,  but 
this  does  not  imply  ignorance  of  all  excepting  one's  chosen 
field.    Each  separate  field  of  inquiry  furnishes  its  own  pa 
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tfniv  type  of  tmming,  method  of  thought,  and  point  of 
vkv.  The  mere  spcdalist,  who  cannot  bring  to  his  aid 
tfac  assbtancc  of  liberal  training,  can  grasp  facts  but  not 
stuatioos,  can  solve  isolated  problems,  but  cannot  deal 
■rith  them  in  the  broad  aspect  of  their  relationships  with 
Qiircat  ccoDomic  activities.  Like  the  perverted  eye  spe- 
mlist  who  would  prescribe  for  his  patient  u-ith  a  sour 
Monucb  a  new  pair  of  spectacles,  there  are  narrow  special- 
isti  in  labor,  or  money,  or  trusts,  who  would  treat  all  eco- 
^jwnric  ills  from  their  one  limited  point  of  view. 

4.  Prindplfts  First,  then  Specialiiation.— An  economic 

.  is  never  an  isolated  datum;  it  is  always  the  result  of 

)  ooibinaUon  of  forces.    To  think  through  an  econonuc 

requires  mental  power  sufficient  to  marshal  forces 

a  coounon  end,  and  suffident  mental  balance  to  sec 

yjbias  in  thctr  projjcr  state  of  poise,  for  if  any  force  is  not 

its  due  weight,  the  conclusion  will  be  either  only 

'  pwijally  correct  or  wholly  wrong.    Two  separate  forces 

Suide  the  earth  around  the  sun:  overemphasis  upon  the 

ooe  leads  to  the  conclusion  tiiat  the  earth  must  fly  away 

^kto  empty  ^ace;  the  direful  conclusion  from  overcmpha- 

the  other  must  be  that  the  earth  will  fall  intu  the 

and  be  consumed  in  fire.     If  one  treats  lightly  the 

powtr  of  volitional  control  and  overemphasizes  procreation, 

lie  must  condude  that  the  growth  of  population  will  out- 

strip  the  means  of  subsistence,  resulting  thus  in  actual 

starvation   and  premature  death   from   disease.    If  one 

iraukl  approach  his  spedally  in  economics  with  a  prajM-r 

natal  poise,  he  must  hrst  put  himself  in  command  uf  the 

general  principles  of  the  science. 

5.  From  Objective  to  Subjective  Control.  -In  his  primi- 
tive state  man,  like  the  animals  about  bira.  Uved  from  the 
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gratuitous  (ruits  of  nature.    He  produced  no  article 
food,  drink,  or  clothing,  but  liuntcd  tilings  and  appropi 
ated  them.    Evcr>'  stcj)  of  his  progress  from  savagism 
the  highcAt-atUiru^d  civih'zation  has  been  nuirked  by  im* 
proved  instrumentah'tics,     Back  of  all  physical  develop- 
ments, however,  were  his  developments  in  knowledge.    ^M 
power  of  body  and  swiftness  of  foot,  in  keenness  of  scenl^ 
taste,  hearing,  and  sight,  man  is  an  inferior  in  the  animaJ. 
world.    His  power  of  supremacy  is  in  his  power  of  min^H 
and  as  thi.>i  power  is  weaker  he  is  more  nearly  an  animal^ 
and  tlius  more  depende-nt  upon  the  free  gifts  of  nature. 
As  this  power  la  stronger,  however,  he  more  and  more 
contrul.t  the  animals  about  him,  and  so  directs  the  lai 
of  nature  that  they  do  his  bidding. 

6.  Knowledge  is  Power.— For  time  out  of  mind  me 
have  seriously  debated  as  to  which  controls,  nature 
man.  The  contenders,  pro  and  con.  would  have  ce 
their  vain  parleys  long  since,  had  they  paused  to  define 
the  word  "control,"  for,  indeed,  the  whole  contention  has 
been  a  play  upon  this  one  word.  Whether  man  levels  ob- 
stacles or  goes  around  them  is  of  no  consequence;  it  is 
enough  to  know  that  he  is  nut  compelled  to  suffer  tliem. 
One  argues  that  man  deceives  himself  in  the  "  magnanimous 
claim  that  he  conquers  nature,  for  man's  part  is  that  of 
adapting  liimself  to  natural  forces  which  he  can  neither 
create  nor  annihilate."  7'he  implication  is  that  to  con- 
quer is  to  annihilate.  These  terms  have  little  in  common; 
the  pugilist  who  lands  the  knock-out  blow  conquers,  but 
does  not  annihilate  his  adversary.  Call  it  conquer,  adap- 
tation, or  what  not,  the  issue  of  importance  in  man's  eco- 
nomic development  is  this:  His  knowledge  of  natural  forces 
is  cumulative,  and   this  knoH-ledge  is  the  power  whit 
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tttbtes  him  to  Jevy  tribute  upon  nature  for  the  necessities, 
nmforts,  and  liuniries  of  life.  The  peculiarity  of  a  natural 
hw  is  that  it  obeys  only  as  it  is  obeyed.  Learning  this 
ptculiarity,  mao  in  obedience  to  nature's  law,  directs  her 
faios  to  the  end  of  gratifying  his  desires.  In  the  direction 
ofiitural  forces,  truly  "knowledge  is  power." 

7.  From  Physical  to  Mental.  —The  knowledge  of  these 
forcts  gives  rise  to  inventions  which  harness  and  set  them 
to  work.  As  the  artist  exhibits  his  thought  on  canvas  or 
diiuk  it  in  marble,  so  the  sdentist  exhibits  liis  thought  in 
tibe  fona  of  ingenious  devices  calculated  to  make  easier 
tl»  hbor  of  man,  and  to  allot  to  natural  forces  a  larger 
t^  in  productSoQ.  In  order  of  supremacy  nature  waa 
,  aad  then  man— first  the  suprcmac>'  of  objective  laws 
&nally  that  of  subjective  laws. 

Tbc  development  of  sciences  has.  with  few  exceptions, 
precisely  the  same  order— first  the  objective  or 
teal  sciences  and  then  the  moral  or  mental  sciences. 

Dtuing  the  seventeenth  and  eighteenth  centuries  the 
hnot  physical  science  engrossed  the  attention  of  scholars. 
IVaken  followed  a  method  and  point  of  view  which  was 
in  itrict  keeping  with  the  order  of  thought  prevailing  in 
^  phy^cal  sciences.  At  this  time  economics  had  its 
^■t^iuiing,  and  what  could  be  more  natural  than  that  the 
pll)tical  elements  of  this  science  should  have  been  \'ital- 
fad?  The  mental  aspects  of  the  subject  were  neglected 
tbncst  as  if  they  were  beyond  scientific  statement,  and  so 
ynViy  were  the  objective  laws  painted  by  the  old  masters 
tint  they  came  to  obse&s  the  economists,  and  this  holds 
tnie  for  many  devotees  of  the  subject  ev«i  in  our  own 
time. 

As  we  progress  through  the  following  pages,  we  shall  see 
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how  mental  laws  step  by  step  take  predominance  over 
physical  force,  how  they  motivate  all  economic  activity 
and  direct  the  operations  of  all  economic  forces. 

8.  Three  Stages  of  Progress. — The  history  of  economic 
progress  bears  witness  to  the  truth  of  the  above  observa- 
tions. Even  prior  to  authentic  hiator>',  conjectural  study 
permits  this  classification  of  economic  progress: 

The  hunter  stage. 
The  pastoral  stage. 
The  agricultural  stage. 

9.  The  hunter  stage  sees  man,  devoid  of  industrial 
equipment  and  ignorant  of  natural  laws,  living,  as  the 
brute  beasts  about  him,  upon  such  wild  fruits,  nuts,  and 
animal  flesh  as  be  could  find  and  appropriate.  He  was 
subject  to  nature's  lottery  of  weather,  be  it  fair  or  foul, 
and  enjoyed  abundance  or  suffered  want  as  the  seasons 
varied.  From  hand  to  mouth,  and  from  feast  to  famine, 
he  neither  took  forethought  nor  made  provision  for  the 
morrow.  Having  no  fiied  abode,  such  private  property 
as  may  have  been  his  was  of  a  movable  type,  and  formed 
an  integral  part  of  his  own  personality.  He  had  brain  for 
thought  but  no  ideas  upon  which  to  build.  His  single 
handicap  was  his  want  of  scientific  knowledge,  for,  had  he 
this,  he  could  have  given  shape  to  tools  and  form  to  new 
industries  that  would  have  Uftcd  him  from  the  level  of  the 
brute  beast  to  the  higher  plane  of  human  supremacy. 
Wholly  subservient  to  nature  and  without  vision  for  the 
future,  he  contributes  no  lesson  to  the  modem  science  of 
economics. 

10.  The  Pastoral  Stage. — Different  conjectures  have 
been  made  as  to  how  or  why  man  came  to  domesticate 
animals.    The  "pet  theory"  seems  to  prevail;  namely, 
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that  some  of  the  savages  who  caught  young  animals  would 
prefer  to  amuse  themselves  by  playing  with  the  captives 
rather  than  dcstro>'ing  them  for  food.  This  contact  be- 
tween savage  and  pet  enabled  the  former  to  learn  the  value 
of  the  latter,  enabled  him  to  make  selection  among  ani- 
mals, retaining  the  more  serviceable,  and  killing  or  driving 
away  the  objectionable  ones.  Domestication  has  long 
since,  even  long  before  the  beginning  of  authentic  history, 
been  accomplished.  "It  is  worthy  of  remark,"  says  Pro- 
fessor Carver,  *'that  our  branch  of  the  human  race  has 
not  reduced  a  single  new  animal  to  domestication  since 
the  beginning  of  recorded  history." 

II.  Domestication  and  Indirect  Productioiu — It  little 
matters  how  animals  came  to  be  domcstiailal — ^this  much 
is  certain,  a  long  step  was  made  toward  civilization  when 
man  learned  to  secure  indirectly  the  means  of  subsistence 
through  the  agency  of  animals.  The  shepherd,  although  a 
wanderer  in  search  of  pasture,  had  a  more  abundant  and 
certain  food-supply  than  did  the  hunter  in  the  previous 
stage.  We  cannot  overstate  the  importance  to  civiliza- 
tion of  the  art  of  conserving  and  distributing  products 
through  time.  Were  crops  consumed  and  dcstroj'cd  as 
pnxtuccd,  wc  couki  not  survive  the  winter  or  non-produc- 
ing seasons;  without  saving  there  could  be  no  cumulative 
wealth,  no  durable  agencies  of  production,  no  provision 
for  sick^ncss  or  old  age.  Values  would  fluctuate  panic-like 
horn  one  season  to  another,  and  no  settled  state  of  eco- 
nomic life  could  exUt.  The  utilization  of  animaU  made  a 
great  contribution  to  the  stability  of  economic  life  by  way 
of  furnishing  milk,  eggs,  and  meat  in  recurring  order. 

13.  Conflictiag  Interests. — But  these,  like  most  economic 
,  gave  rise  to  conflicts  of  interests.    There  are  men 


8 


Introduction  to  Economics 


to-day  who  reason  that,  because  land  is  a  free  gift  of  nature^ 
each  and  all  should  have  u  free  and  equal  license  to  the 
use  of  it-  And  so  the  shq)hcrds  reasoned  in  the  days  of 
old.  Tribal  property  in  herds,  however,  proved  contrary 
to  the  idea  of  equal  rights  for  all  tribes  to  the  same  land.fl 
It  seemed  a  monstrous  idea,  contrary  tu  justice,  that  the 
herd  of  one  tribe  should  occupy  a  favurc<}  pasture  to  the 
exclusion  of  other  herds.  \%  the  [>opulation  grew  and 
henU  multiplied,  contests,  even  tribal  warfare,  arose  overfl 
the  occupancy  of  the  better  pastures.  The  plan  of  Abra- 
ham and  Lot  prove<l  best  when  they  agreed  that  property 
In  herds  made  necessary  also  property  in  land.  They 
agreed  to  separate  and  each  restrict  his  pasturing  within 
fixed  bounds,  for  the  land  was  limited  and  the  lierds  w«i 
multiplying,  thus  giving  rise  to  frequent  quarrels. 

13.  Pressure  and  Progress.  —The  ancient  herdsmen  have 
taught  us  yet  anotlier  lesson,  namely,  that  the  pressure  of 
numbers  is  a  cause  of  progress.  The  sequence  of  more^ 
people,  more  herds,  and  less  land  for  each  herd,  forced  thef 
tribes  to  invent  means  for  a  more  intensive  use  of  land. 
This  led  them  to  classify  plants  in  order  that  they  might 
proceed  to  destroy  the  unfit  and  to  multiply  the  more  use- 
ful.   Thus  economic  pressure  gave  birth  to  agriculture.      ■ 

14.  Tribal  Property.  -Still  another  lesson  we  inlierit 
from  the  experience  of  the  ancient  shepherd.  A  tribe  is  a. 
group  of  related  persons  who  claim  descent  from  a  com- 
mon male  ancestor.  One  was  admitted  to  membership  in 
the  tribe  only  when  he  stood  the  test  of  blood-relationship; 
the  fact  that  he  might  live  in  the  same  geographic  area 
furnished  no  reason  why  he  should  be  admitted  to  thftB 
tribe,  although  it  might  furnish  decuuve  reasi>n  why  he 
should  be  decapitated.    Thus  the  tril>c  was  a  large  family 
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mhooe  family  religion,  government,  and  a  common  own- 
mlap  of  property.  What  we  call  private  property  to-day 
is, for  the  most  part,  the  ownership  of  wealth  by  the  (ainily, 
thicb  wealth  ts  directtxl  by  the  head  of  the  family. 

15.  Variety  and  Trade.— But  the  property  of  tliat  day 
v*s  too  similar  in  nature  to  give  nse  to  extensive  trading 
aaoBg  tribes.  Kxtcnuve  trade  implies  variety  in  produc- 
tion, and  the  possession  of  unlike  things  by  the  several 
tndcn.  It  i&  when  production  is  .subdivicle<l  into  many 
puu  that  there  ii  need  for  con-tidcrable  trading.  The 
msDo  for  little  trading  among  tribes  is  that  all  followed 
ibe  same  occupation. 

16.  Sell-Sufficiency.— Where  there  is  no  trading  the  con- 
suoKf  mui^  depend  upon  his  own  production  for  support. 
Where  a  person,  family,  community,  or  tribe  -without  the 
btm-ention  of  trade — supplies  its  own  pro\isiomng3,  it 
liwsin  a  "state  of  self-sufficiency." 

Ve  shall  lind  that  self-sufTiciency  also  characterizes  the 
B|ricultural  stage  of  economic  progress. 

17.  The  Agricultural  Stage.— We  have  seen  how  a  growth 
of  population  led  tu  uwnumic  pressure,  and  this,  in  turn,  to 
a  higfier  stage  of  pniduction—the  agrituUural  stage.  We 
sl^  Ke  tluiC  a  further  growth  of  population  gave  ri»  to 
n  extensioD  of  man's  knowledge,  that  he  was  forced  to 
devise  improved  arts  of  hust>ando'<  ^nd  to  extend  further 
tbc  principle  of  ownership  or  property. 

.A  prt^lem  to  be  solved  sets  the  mind  to  work  in  search 
of  a  solution.  This  truth  has  many  bearings:  hxmian  ail- 
ments gave  risie  to  die  science  of  medicine ;  injustice  among 
men  called  into  being  the  science  of  law  in  order  that  jus- 
tice night  be  had;  maladjustments  m  nature  made  need 
for  the  sdence  of  engineering;  and  the  pressure  of  a  grow- 
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ing  population  upon  Uie  earili  for  subsistence  made 
mand  for  the  science  of  agriculturc. 

i8.  What  the  Agriculturist  Must  Know.—Much  knoM^ 
edge  is  required  in  order  that  man  may  make  wise  selec- 
tion among  plants  as  to  the  fittest  t.vpcs  for  cultivation,  iifl 
order  that  he  may  adjust  the  different  typca  of  plants  to 
the  proper  qualities  of  soil,  in  order  that  he  may  know^ 
when  and  how  to  plant,  to  cultivate,  and  to  reap.    Thq| 
further  demand  for  necessities  must  needs  increase  this 
fund  of  scientific  knowledge  in  order  that  the  land  may 
produce  more.    Soil  must  be  utilised  more  intensively,, 
and  the  area  of  cultivation  extended  to  include  new  lands^fl 
Swamps  must  be  drained  and  arid  lands  irrigate*!.    Fer- 
tilizers must  be  manufactured  and  these  adopted  in  ngli 
proportions  to  the  different  qualities  of  soil. 

Human  history  records  no  more  worthy  examples  of  the 
growth  in  knowledge  than  these:  development  of  systems 
in  the  rotation  of  crops  to  prevent  soil  exhaustion;  increas- 
ing discoveries  regarding  the  efTect  of  different  kinds  of 
crops  upon  the  chemical  qualities  In  soil;  extension  In  the 
art  of  grafting  and  in  the  selection  of  seeds.  Additional  to 
these,  and  not  less  remarkable  in  devckipment,  comes  the 
breeding  and  improvement  of  animals.  The  knowledg^ 
here  indicated  is  of  later  date  than  in  the  stage  of  progress 
under  consideration;  it  is  high  credit  to  that  remote  age 
that  it  began  this  development  wliich  we  now  so  fully 
enjoy. 

19.  Three  Essentials  of  Thrift.— Such  is  the  nature  of 
agriculture  that,  even  in  its  first  stages,  it  becomes  socially 
neccssarj'  for  men  to  acquire  these  three  essentials  of  thrift, 
namely,  foresight,  alwttncnce,  and  a  higher  respect  for  pri- 
vate property.    Land  must  be  cleared  and  improvement 
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midelor  tJieir  future  yield.  Likewise,  foresight  is  required 
ia  fiuking  necessary  improvements,  in  the  preservation  of 
flodb,  or  in  planting  now  in  order  to  reap  at  a  later  date. 
Foresi^t  gives  rise  to  abstinence.  The  former  points  out 
fereseen  opportunities  or  future  difficulties,  and  calls  upon 
ibstBwDce  to  be  sparing  now  in  order  to  save  for  the 
ftunreneed.  Abstinence  in  its  turn  requires  a  high  respect 
faf  propertj*  rights,  for  one  can  5a%'e  only  that  which  he 
omu.  One  could  not  save  his  garden-vegetables,  ndther 
wuld  he  labor  to  produce  them,  apart  from  the  institution 
of  property,  for  then  all  who  enjoy  vegetables  would  be 
pcrmittMl  to  help  themselves. 
ID.  A  Settled  Life. — Not  least,  probably  greatest,  among 
I  iofiuences  of  agnculture  upon  dvih'zation  is  the  fact 
;  nen  were  forced  to  cease  wandering  and  settle  down. 
Tbeokl  shepherds  could  drive  their  flocks  from  one  grazing- 
pfaa  to  another,  but  the  farmer's  property,  being  immov- 
^,  required  him  to  maintain  a  fixed  abode.  This  gave 
vi^n  to  home  life,  to  more  durable  social  relations  among 
nen,  and  to  the  beginning  of  social  institutions.      As  for 

ng,  it  b  safe  to  say  that  men  on  the  march  had  no 

lor  durable  structures,  but  among  the  first  demands 
made  by  a  fixed  abode  is  that  of  structures  more  or  less 
dnnble.    Lands  and  houses,  moreover,  created  a  further 

son  of  private  property  in  the  form  of  household 

land  chattels. 
II.  Production  and  Civilization. — Civilization  does  not 
inply  a  static  situation  or  fixed  state  of  accomplishment; 
■t  ligaifies  a  progressive  interaction  between  the  inner  man 
ud  his  environment.  TTicre  is  no  separating  the  history 
of  production  from  tlie  history  of  civilization;  the  one  may 
almost  be  defined  in  terms  of  the  other.    The  production 
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of  the  press  gave  wings  to  knowledge  and  enlightened  man- 
kind. The  production  of  gunjwwdcr,  which  made  Eoot- 
soldicrs  superior  to  armored  knights,  rubbed  (he  feudal 
caste  of  its  strength,  und  worked  to  the  cquaIt7.ation  of 
num.  The  production  of  trade  facilities  introduced  into 
each  community  the  different  kinds  of  goods,  the  variety 
in  consumption,  the  different  methods  and  ideas  known  to 
every  other  section.  The  advanced  civilization  of  andent 
times  in  the  Mediterranean  basin,  in  some  respects  un^ 
equalled  even  in  our  own  time,  took  its  origin  und  found 
its  development  in  the  art  of  trade. 

Whether  it  be  the  spread  of  religion,  education,  or  lib- 
erty; whether  it  be  the  power  to  bridge  rivers,  tunnel 
mountains,  or  sail  the  seas;  whether  it  be  improvement  in 
the  quality  and  variety  of  food,  clothing,  or  shcltei^-what- 
cver  the  blessing,  even  to  life  itself,  it  must  go  back  for  its 
explanation  to  the  one  word:  production.  But  rapid  prog- 
ress depends  ujwn  variety  in  production.  Agriculture 
made  possible  a  large  yield  of  food  upon  a  limited  area  to 
support  H  large  and  settled  [x>pulation.  It  enabled  a  por- 
tion of  the  population  to  prcKlucc  enough  farm-produce  for 
all,  thus  liberating  a  portion  of  the  people  who  turned 
their  efforts  to  new  lines  of  industry.  Manufacturing 
and  commercial  cities  came  into  being,  and  with  tliem 
the  beginnings  of  a  division  of  labor  and  varied  produc-^ 
tu>n.  ^ 

In  early  times  cities  sprang  up  in  the  valleys,  and  by 
overland  routes  were  enabled  to  trade  with  distant  places. 
City -dwellers  devoted  their  time  to  hand-work  of  all  sorts. 
In  the  Tigris,  Nile,  and  Euphrates  valleys,  in  particular, 
there  are  records  of  flourishing  trade  between  country  and 
city  people. 
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w.  Skveiy.— A  noteworthy  pluse  of  tlie  extension  o7 
prH'Bte  property  during  this  stage  was  the  captivity  and 
nsbvemeDt  of  buniaii  beings.  Is  slavery  to  be  justified? 
Yo  and  no.  During  the  early  stages  in  human  develop- 
iKtl  ihc  introduction  of  slavery  is  a  step  forward.  Tribes 
wl  races  of  people  never  enslave  their  own  members;  the 
shvesof  a  tribe  or  race  are  the  captives  from  another  trtbe 
or  race.  Prc\'ious  to  the  time  when  it  became  profitable 
to  tn^\-c  the  captives,  they  were  killed  by  their  conquer- 
on.  Slavery  is  justified  when  the  issue  becomes  either 
tfie  lots  of  liberty  or  the  loss  of  life. 

In  the  second  place,  the  primitive  man  preferred  to 
plutder  rather  than  to  work;  it  was  with  difllcully  that  he 
could  be  induced  to  work  at  all.  Prejudice  aside,  our  bet- 
ter judgment  would  welcome  slave-labor  as  a  vast  im- 
provement over  the  free  idleness  of  savage  plunderers. 

But  the  economics  of  slavery  goes  deeper.  The  time 
under  re^^ew  was  prior  to  the  introduction  of  improved 
took  and  labor-saving  machiner>'.  Labor  was  performed 
by  bud  with  the  aid  of  a  few  crude  instrumentalities. 
S^Joior  workmanship  upon  the  land,  requiring  lipedal- 
baj  knowledge,  had  not  yet  made  its  appearance.  Oniy 
nHucular  labor  for  heavy,  coarse  work  was  needed.  Such 
lalwr  may  be  performed  by  slaves.  But  this  must  be 
tdded:  the  slave  has  no  more  interest  in  the  quality  of  the 
KDOd  be  produces  or  in  the  price  for  which  it  will  sell  than 
tbe  horse  has  in  the  load  that  it  pulls.  It  follows  that, 
williout  incentive  for  improvement,  the  products  of  his 
libor  must  remain  of  a  cnidc  and  rough  t>'pc. 

WUle  cultivation  was  in  the  beginning  stages,  land  was 
itiful  and  cheap  that  it  figured  but  little  in  the  ex- 
of  productk>n,  and  txxils  were  a  negligible  factor. 
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Under  th*e  cooditions  men  thought  of  the  cost  of  produc*! 
tion  almost  wholly  io  terms  of  muscular  labor.    Put  dU>| 
ferently,  labor  was  the  limiting  factor  of  production  and*] 
therefore,  the  expensive  factor.    This  fact,  coupled  with 
the  coarse  ty-pc  of  production  then  required,  made  slave- 
labor  very  profitable.  M 

Slave-labor,  however,  is  not  a  free  good.     Prior  to  cap-™ 
tivity  those  destined  to  become  slaves  arc  valueless,  but 
so  also  arc  the  fur-bearing  animals  of  Siberia  while  sttU  infl 
their  native  haunts.    Subject   these   to  human   control, 
however,  and   value  and  price  are  forthwith  attached. 
He  who  sells  furs  will  not  hesitate  to  attach  a  price  becausefl 
the  product  was  once  a  free  good.     Here  we  have  learned 
a  first  principle  in  the  value  problem;  namely,  the  thing 
valued  must  be  subject  to  control.    Moreover,  if  slaves 
are  reared  from  infancy,  the  process  is  both  time-consum- 
ing and  expensive.    The  matter  comes  to  this:  slaves 
expeiisi\x  to  rear  and  maintam;  they  represent  invest 
capital;  they  are  sold  at  prices  corresponding  with 
productive  capacity.    Whether  one  will  hire  free  labor  or 
buy  slaves  is  very  like  the  problem  whether  it  is  better  to  m 
buy  a  home  or  rent.    The  two  problems  differ  in  this— ^ 
one  can  buy  a  superior  house,  but  he  cannot  buy  superior 
slave- labor. 

33.  The  conclusion  to  which  vffi  arc  brought  is  in  strict] 
keeping  with  the  history  of  the  case.  As  industries  de-j 
■vdlop  and  are  broken  up  into  specialized  parts,  the  pro-| 
ducers  require  skilled  labor  and  labor  that  is  readily  ad-j 
justable  to  the  varying  demands  of  a  changing  market.  1 
^fachinery  comes  into  use,  thus  making  a  demand  forj 
mechanical  skill.  Then,  too,  the  varying  needs  of  the 
market  require  the  business  man  to  have  on  band  a  large 
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bbor  force  at  one  time,  whereas  in  slack  periods  few  work- 
ncD  arc  needed.  Thus  the  free-wage  system  id  an  open 
hjbor  market  fills  the  requirements  of  modern  conditions 
better,  and  in  a  manner  far  more  economical,  tlian  could 
skve-labor. 

24.  From  Primitive  to  ManoraJ  Times. — Between  the 
primitive  economy  wc  have  so  hastily  reviewed  and  the 
manoral  economy  now  to  be  studied  there  was  a  long 
Upse  of  lime.  Nor  was  this  time  without  its  interesting 
ksnos  for  the  economist.  During  this  period  econonuc 
duogcs  brought  about  the  decay  of  certain  institutions 
utdgave  rise  to  others  of  a  new  and  lu'ghcr  form.  I  say 
ranoraic  changes,  not  the  plans  of  a  great  leader  or  group 
(■(  iifluential  men,  forced  the  remodelling  of  institutions 
to  tlut  they  conform  in  time  and  step  with  the  march  of 
Imua  progress. 
15.  Feudalism. — As  stated  by  the  Yale  historian,  Pro- 
^^^mA.  G-  Adams,  "It  is  almost  impossible  even  with 
^^HHk  discriminating  care  to  give  a  brief  account  of 
■  OMipleted  feudalism  and  convey  no  wrong  impression." 
"  And  he  quotes  DeQuincey  thus:  "It  is  a  natural  resource 
Out  whatsoever  we  find  it  difficult  to  investigate  as  a  result, 
we  endea\'or  to  follow  as  a  growth.  Failing  analj'tically 
to  probe  its  nature,  historically  wc  seek  relief  to  our  pcr- 
ploitics  by  tracing  it.s  origin.  .  .  .  Thus,  for  instance, 
irteB  any  feudal  institution  eludes  our  deciphering  faculty 
ftna  the  imperfect  records  of  its  use  and  operation,  then 
■c  CTdcavor  conjccturally  to  amend  our  knowledge  by 
watdiing  the  circumstances  in  which  that  institution 
arose,"' 
The  circumstances  under  which  feudalism  arose  were 

*  Eocy.  Brit.,  ck%'cnth  cd.,  v«].  lo,  p.  joo. 
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two:  (fl)  For  centuries,  particularly  in  Greece  and  Rome, 
men  had  developed  their  Industrieit  and  arts  until  civiliza- 
tion had  reached  a  high  level.  But  in  the  fourth,  fifth, 
and  sixth  centuries  the  migrations  of  barbarian  hordes 
from  the  north  worked  havoc  with  the  political  and  eco- 
noRuc  environment  of  the  people  and  laid  this  splendid 
civilization  in  ruins,  (h)  Existing  sodal  institutions  had 
to  be  trajisformed  to  meet  new  requirements.  ^l 

The  new  situation  is  diiTicult  o£  explanation  because  of  ^| 
the  confusion  which  prevailed.  Nor  was  the  situation 
everywhere  the  same.  But  this  much  was  true  then  as  it 
is  to-day:  the  object  of  organized  tyranny  takes  the  form 
of  murder,  loot,  pillage,  and  destruction.  This  brought 
tlie  peaceful  arts  into  neglect,  the  superb  Roman  roads 
into  disuse,  commerce  into  abandonment,  and  the  power 
of  sovereign  governments  into  a  state  of  disintegration. 

Everywhere  a  ct}*  arose  for  protection— protection 
against  the  sudden  attacks  of  invading  tribes,  against  op- 
pressive neighbors,  against  exacting  government  officers, 
and  against  unwarranted  taxes  of  the  governments  them- 
selves. In  almost  every  relation  of  life  and  on  everj'  side 
the  weak  freeman  and  small  landholder  were  attacked, 
yet  the  decaying  empires  were  incapable  of  extending  re- 
lief. Protection,  which  normally  it  is  the  business  of  the 
government  to  furnish,  had  to  be  sought  elsewhere,  and  at 
whatever  price  might  be  demanded  for  it. 

The  safest  guarantee  of  the  helpless  against  the  formida- 
ble invaders  was,  in  many  cases,  to  group  in  small  com- 
munities and  put  themselves  under  the  protection  of  a 
powerful  leader  or  expert  fighter.  But  the  protection  of 
this  chief  personage  was  not  free  from  charge;  lie  held 
the  land  and  granted  protection  in  return  for  payments 
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uid  services.    Aod  this  was  tlic  ongin  of  the  manoral 
system. 

36.  The  Maaoral  System  in  Englaad.— It  would  not 

ser\'e  our  purpose  to  trace  the  peculiarities  of  the  origin  of 

this  system  in  England.     It  is  enough  to  say  that  in  their 

conquest  of  1066  tlie  Nonnans  found  thc'systcm  in  opera- 

■  tioa  and  took  advantage  of  it  as  a  convenient  basis  for 

norganizing  the  kingdom.    To  the  victor  belonged  the 

spoils,  and  W"iIIiam  the  Conqueror,  with  generous  hand, 

grxnted  the  existing  manors  to  his  followers.    Not  content 

with  this,  the  Doomsday  Survey,  the  most  complete  sur- 

vty  of  agricultural  resources  ever  made,  was  carried  out, 

tfid  the  entire  kingdom  was  divided  among  favored  lond- 

kmb. 

37.  Ashley's  Picture  of  the  Eleventh-Century  Manor.' 

_^'Lel  us  picture  to  ourselves  an  eleventh-centurj'  manor 
""  "iddle  or  Southern  England.  There  was  a  village  street, 
&k>iig  each  side  of  it  the  houses  of  the  cultivators  of 
soil,  with  little  yards  around  them:  as  yet  there  were 
bo  sattered  farmhouses,  such  as  were  to  appear  later. 
Stretching  away  from  the  village  was  the  arable  land, 
divided  usually  into  three  fields,  sown  one  with  wheat  or 
0*.  one  with  oats  or  barley,  while  one  was  left  fallow. 
Tic  Belds  were  again  subdivided  into  what  were  usually 
oUetJ  'furtongs';  and  each  furlong  into  acre  or  half-acre 
strips,  wparated.  not  by  hedges,  but  by  'balks'  of  un- 
plwi^hcd  turf;  and  these  strips  were  distributed  among  the 
niijvators  in  such  a  way  that  each  man's  holding  was 
nude  up  of  strips  scattered  up  and  down  the  three  fields, 
ud  DO  man  held  two  adjoining  pieces.  Each  individual 
bolder  was  lM)und  to  cultivate  his  strips  in  accordance 
wfih  the  rotation  of  crops  observed  by  bis  neighbors. 
Besides  the  arable  fields,  there  were  also  meadows,  enclosed 
fcr  hay-harvest,  and  divided  into  [xirtions  by  lot  or  rota- 

'Aihley's  Intiwinclioa  to  Eoslifih  Eamomic  Iliittuo'  xn^I  Theory,  book 
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tion  or  custom,  and  after  hay-harvest  thrown  open  again 
for  the  cattlfe  to  pasture  upon.  In  most  cases  there  was 
also  some  permanent  pasture  or  wood,  into  which  the  cat- 
tle were  turned,  either  'without  stint'  or  in  numbers  pro- 
portioned to  the  extent  of  each  man's  holding." 

aS.  Tenants. — Those  who  lived  under  the  direction  of 
the  manor  were  under  compulsion  to  render  some  form  of 
assistance  in  the  culti\-ation  of  the  lord's  land.  Tlie  vil- 
lagers may  be  classified  as  free  tenants,  villeins,  handi- 
craftsmen, and  sla\'es.  Free  tenants  made  tbxai  payments 
to  the  lord  in  money  or  in  kind.  Whoi  one  pa>'s  in  kind 
he  tenders  a  portico  of  what  he  produces;  thus  payment 
in  kind  nu^t  consist  of  ^gs,  pouIti>%  vegetables,  or  grain. 
Hiis  class  of  tenants  were  socially  superior  to  the  next  ex 
villein  class,  who  rendered  thdr  pay  in  manual  labcur. 
Handicraftsmen  were  little  more  than  common  slaves  who 
performAl  \-arious  functions  upim  the  estates  and  in  the 
househotld.  The  Xormans  found  that  sia\TS  constitated 
about  nine  per  cent  of  the  population  of  En^aod.  Slavery 
formed  no  integral  part  of  m^inoral  life.  .-Vbsohite  slavery 
£sa{^>eared  within  a  centuo-  after  the  conquest  (1066.) 
Slaves  became  custv>m3ut>'  hc^kins  of  small  piots.  but  under 
coerous  cooditioQs. 

39.  Self-Sattcitncy  on  Maaon.— Each  maoor  was  a 
oxEUBUoity  ext^dn^  apart  from  otfters.  Such  woaU-be 
nttd^  as  mi^C  oxtnect  these  coaunumties  were  too  dan- 
ferooB  for  comoKtce  because  the  tra^-eUier  was  subject  to 
«ttAwty.  Tbe  Rconfe  indicate  that  aho»?et  tl&e  v^ofe  of 
vlHt  dtat  ■«■(]»  poEchased  from  tbie  outsnle  were  tbese 
salt,  ami  icva  ii.^  tbe  wuting  q( 
t^ar  dKtA]|Med  its  own  ctcscom^.  aod  pn>- 
ud  mSL    U  pwviiKi  fit»d. 
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dothing,  and  the  other  necessities  for  its  omi  needs.  The 
rnnor  system  furnishes  an  excellent  example  of  the  econ- 
my  of  self-sufficiency. 

]«.  The  ReUtion  of  Property  to  Government. — We  have 
Sbca  bow  among  primitive  peoples  tlie  institution  of  prop- 
trty  look  its  beginning  and  extendal  its  growth.  Wc  now 
see  the  relationship  of  this  institution  to  government, 
hqierty  imi»lics  i>offer,  tlie  power  to  control.  In  a  well- 
established  government  the  social  power  is  organized  in 
tbe  sovereignty  of  the  state.  The  state  may  delegate  to 
persons  or  coqwralions,  full,  partial,  or  no  property  rights, 
u  it  wills.  Ikloreover,  the  power  to  delegate  a  property 
light  implies  the  power  to  take  it  away.  If  the  expression 
of  tbe  sovereign  power,  In  the  form  of  votes,  should  declare 
i|it&£t  private  property,  that  moment  the  institution 
•Mild  die.  ^*hen  the  old  governments  began  to  decay, 
power  passed  from  the  states  to  the  expert  fighters,  and 
iRtb  this  transfer  went  the  transfer  of  the  power  that  is 
pnperty.  But  the  fighter  has  a  self-interest  which  the 
itilc  has  not,  and  he  will  not,  therefore,  be  so  generous 
inhisgnuits  of  property  as  would  be  the  state. 

SeU-interest  implies  a  [jcrsonal  greed  that  would  make 
Iwy  upon  the  wealth,  even  upon  the  person,  of  others. 
Aad  the  motive  of  self-interest  predominates  the  rule  of  a 
pQsoa,  be  he  the  lord  of  a  manor  or  the  ruler  of  a  great 
pMple.  Should  Cuba,  for  instance,  come  under  tlie  com- 
plete domination  of  a  single  gre>^t  ruler,  her  people  would 
be  levied  upon  for  contribution,  and  their  holdings  be 
aotfified  to  conform  to  the  self-interest  of  that  ruler. 

The  characteristics  of  a  democratic  government,  on  the 
iXQbvy,  are  unselfishness  and  the  rule  of  common  sense. 
Ciiizot  vas  right  when  he  said:  "Common  sense  is  tbe 
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characteristic  of  humanity."  A  democratic  government 
is  the  organized  form  of  the  will  of  humani^.  These  facts 
teach  us  in  the  United  States  not  to  take  alarm  because  of 
the  great  and  growing  accumulations  of  private  wealth. 
Nor  need  we  fear  the  o{^>osite  extreme  of  unbridled  social- 
ism. Social  institutions  are  alwa>-5  on  trial,  open  to  in- 
S{>ection.  to  inquiij'.  and  under  experiment.  The  comnum 
sense  of  the  people  outweighs  that  of  the  would-be  reformer, 
and  these  pet^le  are  free  to  \-ote  institutions  in  or  out. 
They  may  mo\'e  too  slowly  for  the  impatient,  but  in  the 
end  the  institutions  which  are  good  and  fit  will  survive, 
while  the  bad  and  unfit  wiU  be  eliminated. 

l*nd<M-  the  lord  of  the  manor  thcfc  could  be  no  individual 
fibt^y.  in  the  sense  in  which  we  understand  it.  and,  in 
omsvquenor.  no  pri^'ate  pn^>erty.  Men  were  forbidden 
to  sell  any  ptuduct  without  the  lord's  pKmtssioa;  they 
were  bound  to  the  smI  as  much  as  the  trees  upon  it;  thdr 
sen-k«$  wvfe  at  the  dispose  of  the  lotd:  tbeir  positiaQ  was 
fittle  supmor  to  that  ot'  sla^'e& 

31.  Enccxsas.— I.  How  do<es  a  scienoe-  orismate.  and 
wlkit  k  the  essenti&I  cvcsiirvc  thic  any  .ftyq>Bnr  may 
tveowse  a  i<"ieo<.v? 

;,  <^i-l  a  Ewve  ot  oul  Se  st-odi^!  a  $eoij^-.  botany, 
[4k>^':!^  cVn^:>\  oc  «v«!oc:i.-s?     T«wr.' 

t,  Wriw  a  KWicriptioei  oc  ooe  oc  tSf  t^ree  ssa^es  c«  prag- 

4,  Wiy  w;jsi  tiee  A.>c»fs:x-a:x«  ot  titTSLs  ct  $reat  eoo- 

»»»:  utt^Ytaifece  -     "  ti\-«tt»oc  a^c  xiiciiocJT-  is  £>ct  fur- 
tilKC«i^  tftw  pcv«nM!$  wiii  i>i  :-s  SyrT^-jf  31  i!»  <lxnes- 
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6.  How  did  agriculture  bring  about  foresight,  abstinence, 
a  higher  respect  for  private  property,  and  a  settled  life? 
_  7.  Are  there  any  conditions  under  which  slavery  is  jus- 
tifiable ?    If  so,  what  are  they  ? 

8.  Apart  from  political  and  moral  considerations,  could 
slavery  exist  in  an  advan<xd  stage  of  industrial  develop- 
ment ?    Defend  your  answer. 

9*  What  were  the  circumstances  under  which  feudalism 
arose? 

10.  Write  a  description  of  the  eleventh-century  manor 
in  England. 

11.  What  does  the  word  property  mean?  How  is  it  re- 
lated to  government? 


CHAPTER  II 

ENGLISH  GUILDS  AM>  THE  DECLINE  OF  LOCAL 

RESTMCnONS 

I.  MaBwercf  tocb.  :.  The  iaurdqKDdaicc  of  iodostrics  inftdvil- 
ted  satt.  J.  Tbe  oU  aad  or*  is  FngUnd">  denkifJBtaiL  4.  Devdop- 
of  peu  wmlth.  5.  IsL^tKo  mad  kxal  min'.  6.  Thr  »Wfnnr»- 
.  kofdt  of  BiAai.'n.  7.  Guilds.  &  The  G-.3kl  h  an  enxnmic  institu- 
0-  ModuBi ^.nlds.  la.  laFniKe.  i:.  T^cnhguilds.  la.  The 
RmAed  Yon'  War  betwea  Exi^ioi  aad  Fnarc^  ij.  dttnges  chuing 
the  «sr:  in  icfipoB:  in  hiteuaee;  kBi^thwd:  the  Bluk  Dcufa;  tlie  Pos- 
SBts'  Rrvott  of  i^i;  tnckgarcs.    14.  £zenae&. 

z.  Man  «s  XJser  of  Tools.— Man  dincis  from  the  lower 
animals  fat  tiro  respects:  nist.  be  b  provided  vith  reason 
that  autbks  him  to  make  things,  and.  secoodly.  be  is  not 
pro\-kled.  as  arr  the  lowr  animals,  with  the  means  of  pio- 
tection.  or  with  panision  tor  K-<«iiI\-  comfort,  and  sudb  is 
his  digvstioD  that  he  lequiivs  a  s;:penor  quality  of  food. 
His  mental  capaair  gi^-es  him  the  |wer  and  his  natural 
sbortoumngs  $i^'e  him  the  momie.  or  furnish  the  neces- 
sity, &.V  him  to  in^Tnt  things.    The  making,  or.  if  a  longer 
wv^^j  b  (wferrwl.  the  manufacturizg.  <»  things  must  have 
b««n  ivacti$«d  fn»u  the  earnest  tiraes,  othervbe  the  race 
OMiM  not  ha\v  su^\l^'v^l.    Even  in  the  htmtxng  stage  tbov 
must  haw  bc«n  at  kast  wne  exude  iastruments. 
a.  Tkft  brtirt«f*aAM(Ct  «f  Iil»uiie*  ia  a  CttiUia 
-WWk  aMU  nbeit  hittHlt  aWw  the  In-d  of  a« 
wd  becia  Ik  dvfltaBd  Kk  be  iiMad  tkit  toob  were  ^ 
Bcolvd  than  the  lanj  tt?vtf.    Tbc  iCMOices  of  n&^ 
are  to  ea<>^  other  as  the  oo^ 
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to  the  stomach,  for  neither  could  support  man  in  a 
fli^ree  of  comfort  without  the  co-operation  of  the  other. 

We  have  said  that  agriculture  requires  a  settled  stale 
ot  limg;  it  should  be  added  that  the  tUUng  of  tiie  soil  also 
requires  the  population  to  be  scattered.    On  the  contrary, 
naaufacturing  or  the  source  of  toob,  particularly  in  a 
dviKEcd  state,  calls  for  congregated  labor  and  for  the  ex- 
change of  goods.    Manufacture  and  trade  find  most  fadti- 
lics  and  must,  for  the  most  i>art,  exist  in  tovois  or  cities. 
Whether  dtics  attract  manufactories  or  are  built  up  around 
them  is  Dot  a  question  debatable;  they  each  react  upon  the 
other  and  grofw  together. 

Within  a  well-organized  sodety  agriculture  is  supplied 
with  tools  and  finished  products  from  the  dty,  and  the 
dly  is  supplied  with  raw  materials  from  the  farm.  They 
aft  interdependent;  towns  feed  from  the  suqilus  of  agri- 
cultwe,  and  the  tillers  of  the  soil  draw  their  finished  prod- 
uct bom  the  workshops  of  the  town.  This  intcrdepen- 
<lt>ix  or  mutual  bene&t  is  effected  through  the  agency  of 
comoierce. 

U  agriculture  should  dedine,  the  towns  will  decay  and 
"■OMKe  must  diminish.  So  mutually  dependent  are 
these  three  parts  of  industry  that  the  weakness  of  one 
■MMs  the  infirmity  of  all.  How  they  develop  together  as 
«*  large  movement  is  well  exemplified  in  the  industrial 
"inelfipnKnl  of  England. 

3-  Tlw  Old  and  New  In  England's  Development.— Eng- 
•ah  OMnmcrcc  now  covers  ever>'  sea,  and  there  is  not  a 
PW  the  world  over  unfrequented  by  her  ships  of  trade. 
Sommmanding  is  her  position  in  trade  that  all  peoples  of 

mnh  quote  thdr  international  exchanges  in  terms  of 

"**oce,    2j^  gijuit  institutions  of  finance  are  the 
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models  of  excelloice  for  the  rest  of  mankind.  Her  manu- 
facturing dties  and  productive  agriculture,  faer  harbors 
and  ri\-ers,  her  beds  of  inm  and  coal,  are  so  bound  blether 
by  a  network  of  railwa>-s  as  to  make  of  the  whole  a  veritable 
workshop.  The  opportunities  before  her  people  are  great, 
but  not  as  great  as  are  the  people  who  made  them.  Her 
capitalists,  raterprisers,  and  laborers  are  of  the  highest 
order,  and  worthy  of  thor  great  attainments. 

The  area  of  England,  including  Wales,  is  but  a  little 
over  one-fifth  of  the  area  of  Texas.  It  is  smaller  than 
Missouri  by  11.0S0  square  miles.  \-et  it  suf^xvts  in  a  hi^ 
state  of  comfwt  nearly  40.000.000  of  souls. 

Contrast  the  EIngland  of  to-day  with  the  En^and  that 
the  Normans  found  in  1066.  The  total  population  re- 
corded in  the  Doomsday  numbered  but  2S3.143.  Certain 
omissions  w«f  made  in  that  great  surv-ey.  and  Ashley  esti- 
mates the  total  numbers  at  1.500.0CX).  although  he  says: 
"This  estimate  is  probably  too  high."  It  is  safe  to  say 
that  in  the  ele\'«ith  CHitur>'  all  England  su^^iorted  an 
impo\'efished  population  which  numboed  fever  by  a 
quarter  of  a  million  than  doe$  the  dty  of  Philad^ihia. 

So  striking  a  cvvitnist  in  the  todustriil  orders  oi  the  two 
ptfx^is  atj3x$ts  an  educatMoal  ccDtiast.  becanse  indigence 
and  pc>\%ny  keep  the  ixm^uny  <.-4  i$:3on&oe.  vhik  a  hi^ 
state  01  wvil-bcui$  is  inw^tarable  tnxn  educatioiL  To 
quote  iTVva  Gnvn  s  Shivt  Histoo-:  "Instead  of  long  fronts 
oi  xtoenbte  o^Uojies.  of  stateh  walks  beaeath  immemoiial 
<bEe^  hbton'  phwj<vs  us  int^>>  the  nMt&n  ani  nhhy  lanes  of 
a  BMkiucval  ^vnu  TK^usaocf^  ^v  S>>^  haddkd  in  bare 
,  ctetering  aivvinc  trttc^KT?  as  pMr  as  them- 
I  ItpiKli  unI  Ktttje  tvw'^— drJTikiiig.  quand- 
■t  •<  ^  kvsws^  ce  Uk  suieecs— take 
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of  the  brighily-coloa't]  train  of  Doctors  and 
ffead&~Mayor  and  Chancellor  struggle  in  vain  to  enforce 
oHw  or  peace  on  this  secthinj;  mass  of  turbulent  life." 

f  Derelopment  oJ  Great  Wealth.  -The  land  is  not 
Dorc  now  than  then,  nor  has  nature  added  to  its  fertility. 
Wfatsce  this  diange  from  a  sparse  population,  barely  able 
ta  eke  out  a  living,  to  a  large  population  living  in  a  atate 
df  abundance?  The  Normans  injected  into  England  new 
Uood,  Dew  ideas,  and  money-leading  which  gave  rise  to 
a  nnr  form  of  industrial  c%-olutioQ.  This  evolution  was 
tbcTOik  of  forces  in  society  itself,  operating  upon  their 
■iterial  environment.  In  our  own  country  not  more  than 
500,1000  American  Indians  could  maintain  a  meagre  cx- 
iacaee  where  now  dwell  60,000,000  or  more  of  the  most 
pnqwrous  people  of  which  there  is  record.  The  powers 
of  bowledge  arc  the  seeds  of  dcvclc^ment,  and  these, 
Baited  with  a  rich  environment,  arc  the  cause  of  great 
vcalth  wherever  it  is  found. 

But  the  development  in  knowledge  and  power  of  appli- 
Cltioa  is,  as  we  have  said,  coincident  with  variety  in  pro- 
ductioD,  and  such  variety  is  impos^ble  apart  from  the 
{■odiction  of  a  surplus  in  agriculture.  This  surplus  was 
■uU  00  the  English  manors,  and  so  the  small  towns,  or 

aufacturing  villages,  numbered  not  more  than  eighty 

-the  time  of  the  Conquest. 

5-  Isfttatioa  and  Local  Dnlty.— The  p(^ulation  dwelt 
either  upon  manors  or  in  towns,  and  was,  therefore,  di^-ided 
small  isolated  groups.  For  want  of  good  roads  and 
travel  the  different  groups  had  little  in  common,  but 
tlicfe  was  close  personal  association  within  groups.  Per- 
Mnl  contact,  together  with  a  oneness  of  interest,  produced 
a  Urong  sense  of  unity  that  enabled  the  group  to  act  as  a 
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corporate  body.    In  the  absence  of  a  strong  protecting 
.  government  sctI-pre$ervaiion  was  imposed  i^md  the  groups 
thus  making  more  desirable  the  power  to  act  as  a  corporate 
body. 

6.  The  Alliance  Against  Lords  of  Manors.^WhJle  the 
towns  and  manors  were  similar  in  some  respects,  they  dif-^H 
fercd  in  others.  The  citizens  of  the  town  were  free;  they^ 
had  many  rights  of  self-government,  among  others  the 
right  to  levy  taxes,  regulate  trade,  and  administer  justice. 
This  freedom  caused  serfs  to  dee  from  the  oppression  of 
the  feudal  lords,  and  go  to  the  towns,  where  they  were 
accepted  and  made  freemen.  The  lords  of  the  manors 
resented  this,  for  it  threatened  their  power,  and  rivalries 
arose  between  the  lords  of  the  manors  and  the  maaufactur-j 
ing  cities. 

The  government  did  not  hesitate  to  favor  the  ddes,  b«-| 
cause  the  power  of  some  lords,  who  were  jealous  of  the 
Ring  himself,  was  so  great  as  to  threaten  the  safety  of  the 
state.  The  self-interests  of  both  the  King  and  the  towns* 
people  made  an  alliance  for  mutual  benefit  ineWtable. 
The  dwellers  in  cities  received  from  the  King  spedal  privi- 
leges in  the  form  of  royal  charters,  and  they  rejjaid  the 
King  with  contributions  to  the  royal  exchequer  and  a] 
promise  of  unswerving  loyalty  m  time  of  emergency. 

Being  a  centre  of  manufacture  and  trade,  it  is  but  natural" 
that  the  first  request  of  a  town  would  be  for  the  special       , 
privilege  of  monopoly  in  its  line  of  trade.    This  brings  ua  fl^ 
to  the  formation  of  guilds— a  new  type  of  economic  insti- 
tution. 

7.  Guilds. — As  the  manor  was  limited  to  agriculture, 
the  guild  was  limited  to  mam  ■ 
historians  reason  that  guilds  have  11 
of  bruUicrhood  in  ChlittiHiltt-0tf)< 
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nuation  of  the  old  Roman  fraternities;  others  advance 
he  theory  that  guilds  are  derived  from  the  early  Scandi- 
uviao  banquets.  These  unlike  theories  have  this  in  com- 
Bwm— guilds  are  the  outgrowth  of  a  pre-existing  institution. 
The  economist  cx>uld  have  littlt;  conliilcncc  in  such 
kheories.  The  andcnt  and  noisy  revels  of  the  Scandina- 
vians bad  neither  unity  nor  durahiJity  of  association,  and 
these  were  prime  characteristics  of  the  guild.  The  Roman 
fralcraities  had  no  continuity,  as  did  the  guild.  Nor  does 
the  {;iuld  suggest  the  spirit  of  Christianity  and  brotherly 
lov(.  It  was  designed,  on  the  one  hand,  to  form  a  monop- 
oly of  trade  by  Icccping  others  out,  and,  on  the  other  hand, 
to  {beat  in  trade. 

8.  The  Guild  Is  an  Economic  Institution,  and  for  the 
cipluiatioD  of  such  institutions  wc  must  look  into  the 
facts  of  buman  nature.  Economic  changes  modify  man's 
beUviar  and  give  new  direction  to  his  plans.  An  institu* 
limb  no  more  than  a  device  for  the  execution  of  a  plan, 
and  muBt,  therefore,  change  with  the  change  of  plan.  It 
is  a  put  of  man's  nature  to  form  associations,  whether  (or 
tbe  support  of  the  body  or  the  salvation  of  the  soul.  Social 
aniouls  enjoy  association,  and  where  there  is  a  motive  in 
cVBBwii  among  men  we  have  the  explanation  for  an  orga- 
niiol  issodation  or  institution  to  carry  out  the  motive. 

Aa between  the  present  form  of  corporation  with  monop- 
oly power  and  the  guild  of  mediaival  England  and  Europe 
there  are  many  points  of  difference,  but  back  of  the  form 
the  mothc  lor  forming  and  the  real  essence  of  the  institu- 
•r.  same — that  of  .wcuring  advantage  in  trade 
i»ossession  of  monopoly  power. 
ini  Guilds.    An  organization  which  embodies 
LWMkfr  and  icss  durabic  than  one  with 
The  merchant  guild  Ti-as 
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cooiptdbenshre  in  scope,  covering  all  ttiosc  who  had 

don  to  buy  or  scU  an>'thing  beyood  provisions  for  daily 
use.  Whether  limited,  as  some,  to  trade  witliln  the  town 
of  its  locadoo,  or  pennitted«  as  others,  to  extend  their 
command  of  trade  tUmigliout  the  kingdom,  they  had 
monopoly  power  over  many  tines  of  trade.  I 

There  was  no  free  competition  where  the  guild  ruled. 
It  bought  and  paid  for  its  rights  lo  trade  as  truly  as  it  did 
tlw  commodities  in  which  it  dealt.  And  these  purchased 
privileges  took  the  form  of  oppressive  regulations  even  to 
the  minutest  details.  When  and  where  might  goods  be 
sold?  in  what  quantities?  at  what  prices?  by  whom  and 
to  whom?  These  and  other  questions  too  numerous  for 
moition  were  subjects  fordeBnitc  regulation  by  the  guilds, 
and  for  enforcement  by  the  wardens  of  the  guild.  To 
break  one  of  these  precious  rules  furnished  an  occasion 
for  public  censure  and  fine,  or  else  imprisonment  and  exH 
pulsion  from  the  guild. 

Note  the  .spirit  of  oppressive  regulation  which  charactei 
ized  that  backward  age.  Whether  in  the  dty  guilds  or  the 
country  manors  and  whether  in  England  or  upon  the  con- 
tiuent.  regulation  was  the  rule. 

10.  In  France. — Prior  to  179S  in  France  the  King  sy 
teraatically  obtained  the  choice  bits  of  scandal  by  opening 
pri\'ate  letters  which  passed  through  the  post;  not  fewer 
than  168  censors  passed  upon  publications;  instead  of  a 
single  code  of  law,  there  was  a  legal  variety  of  300  different 
laws,  which  were  enforced  by  lines,  tortures,  and  mutila- 
tions. The  Ring  was  wont  to  gamer  riches  through 
sale  of  monopn|\-  righta. 

Thus  aru^  '^^^^^^^^^^^^^B^^'     Eternal 

commerce  w  -^^^^imT^^fl  g^d  customs 
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datis  on  goods  passing  from  pra\'ince  to  province.  A 
vcuel  descending  the  Sa6ne  and  Rhftne  Rivers  liad  to  stop 
and  poijr  charges  as  many  as  thirty  times,  the  whole  ajnount- 
iog  to  &om  35  to  30  per  cent  of  the  value  of  (he  cargo. 
Htelly  a  trade  or  industry  escaped  the  oppressive  regula- 
tion o(  the  guild.  "Each  week  for  a  number  of  years," 
aid  an  inspector  of  manufactures,  "I  Iiave  seen  burned 
at  Rouen  80  to  100  pieces  of  good:^  because  some  regulation 
conctming  the  weaving  or  dyeing  had  not  been  observed 
at  evoy  point."' 

n.  The  Cimft  Guild.— The  merchant  guild,  with  its 
nu)'  interests,  gradually  gave  way  to  the  craft  guild, 
*Udi  was  stronger  in  organization  because  of  its  oneness 
rf  iilerest.  Tt  was  an  argani7„ition  of  artisans  engaged 
h  ibe  suae  particular  handicraft  or  trade.  Its  rules  were 
Dot  less  rigorous  nor  less  strictly  enforced  than  in  the  mer- 
d»at  guild.  Some  of  its  regulations  were  commendable, 
andamilar  rules  arc  to-day  insi.stcd  upon  by  governments 
and  trades-unions.  They  provided  for  honest  work,  fra- 
tema]  improvements,  correct  weights  and  measures,  and 
agiiast  night  work  in  some  cases,  and  against  the  adultcra* 
tioQ  of  products  in  all  cases. 

ffithin  recent  years  in  the  United  States  we  have  wit- 
oessed  the  gradual  decay  of  the  Knights  of  Labor,  embrac- 
iuM&adcsand  classes  of  workers,  and  the  rise  of  tradcs- 
■ftiwiiich  include  only  men  who  work  at  the  same  trade 
ud  iriM,  Lhcfcforc,  have  a  unity  of  interest  Very  Ukc 
thB  change  from  the  general  to  the  particular  in  unions 
was  the  development  in  the  guilds.  And  so  with  progress 
b  pencnd;  it  is  frxim  the  general  to  the  particular. 
12.  The  Hundred   Years'  War  between   f-:ngland  and 

i'9  EMCatiali  in  Iblttlucval  and  Modem  Ilistary,  p.  ^6. 
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France  came  to  an  inglorious  end  for  England  in  1453. 
Its  ultimate  effect  upon  both  nations  was  the  overthrow  of 
the  opprcs^vc  local  institutions,  among  them  guilds  and 
manors.  The  French  were  %'tctoriou5  and  took  England's 
continental  possessions,  excepting  Calais.  A  strong  na- 
tional sentiment  was  born,  and  Lbc  prestige  of  the  French 
King  elevated  him  above  his  rivab  and  into  the  position 
of  an  almost  absolute  monarch.  But  not  so  with  the 
Lancastrian  Kings  of  England— in  that  country  Parlia- 
ment increased  its  powers,  even  to  the  control  of  the 
purse.  A  national  spirit  arose,  but  it  was  organized 
Parliament  rather  than  tn  the  King. 

13.  Changes  During  the  War. — Sodal  and  economic 
movements  during  this  war  stimulated  the  people  by 
ushering  in  new  lines  of  thought  and  by  breaking  dowa^ 
industrial  barriers.  ^ 

(a)  Religion:  The  church  had  a  monopoly  of  religion, 
and  had  accumulated  vast  estates  which  were  free  from 
taxation.    John  Wydif  (1324-13S4)  accused  the  clwgy  c^^ 
irreligion  due  to  the  close  connection  between  church  ao^f 
state.   Believing  it  Christ  "swill  that  the  clerg>'  remain  poor, 
he  urged  that  the  church  be  disestablished  and  its  property 
confiscated  for  sute  use.    He  denied  the  supremacy  of 
the  Pope,  and  disavowed  important  dogmas  of  the  Roman 
Catholic  Church.    Translating  Ihe  Bible  mto  English,  he 
openly  revealed  the  teachings  of  the  Scriptures  to  all  read- 
ers.   Missionary  priests  were  trained  by  him,  who  went  all 
over  England  teaching  the  people  that  they  were  lodn£ 
the  true  go^iel  inst^i  t  their  souls  ^ 

and  tha*  led  by 

po  niultipl 
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to  oaafiacate  the  temporalities  of  the  churcli.  This  proved 
to  be  a  most  signiiicant  educational  movement. 

(fc)  The  Language:  After  1066  the  N"orman -French  tongue 
enridiod  the  Anglo-Saxon  and  gave  rise  to  the  modem 
En^ish  language.  Chaucer,  in  his  Canterbury  Talcs, 
esubltshcd  the  English  language— "  the  King's  English  " — 
and  portrayed,  in  matchless  style,  the  state  of  English 
sudety  in  the  middle  of  the  lourtcenth  century. 

(c)  Knighthood,  originally  concerned  with  landed  pos- 
Jttaana  and  military  service  on  horseback,  came  to  con- 
tan  itaeU  with  standards  of  honor,  courtesy,  and  duty. 
Its  Bembcrs  were  pledged  to  ai<l  the  oppressed,  to  honor 
vofoen,  and  to  maintain  the  right. 

{i)  The  Black  Death  is  italicized  for  its  significant  eco- 
MBiic  bearings.  A  sweeping  transformation  of  social  in- 
stHutioos  was  caused  by  this  singular  calamity  known  as 
tbe  Black  Death.  It  first  ravaged  Europe  and  finally 
rcidwd  England  in  1548.  It  was  a  violent  typhus  fever, 
Kancpanicd  by  eruptions  and  black  blotches  on  the  skin. 
Half  of  the  rural  population  died  within  a  year,  and  the 
dcaik-rate  ^ong  the  clergy  was  particularly  high  because 
thdr  duties  took  them  to  the  bedside  of  the  sick.  Twenty- 
foui  thousand  Franciscan  friars  died.  London,  then  only 
s  UBtU  city,  set  aside  a  cemetery  thirteen  acres  in  extent, 
od  this  was  crowded  with  the  bodies  of  fifty  thousand 
«ictfau  of  the  malady.  Business  came  to  a  standstill,  so 
QVcA  SO  that  grass  grew  in  the  market-place  of  Bristol, 
hktbort,  the  Black  Death  found  England  with  a  popula- 
tion of  four  millions,  and  left  that  stricken  land  with  but 
tWD  miOioDS. 

This  was  the  laborer's  opportunity,  and  he  hastened  to 
take  advantage  of  it.    Despite  its  s^ous  aspects,  this 
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malady  may  be  called  a  blessing  in  disguise;  probably 
war  has  done  more  for  the  liberation  of  mankind.  Labor 
was  suddenly  cut  short,  with  the  result  that  employers  in 
England  and  on  the  Continent  were  set  to  bidding  against^ 
each  other  for  such  labor  as  was  available.  Wages  ad^| 
vanccd  rapidly  and  villeins,  disregarding  the  protests  of 
their  masters,  declared  their  indq>cndcncc  of  the  manors. 
They  offered  their  services  as  freemen  to  the  highest  bidder 
for  a  money  wage. 

Another  significant  lesson;  The  hard-pressed  employers' 
persuaded  Parliament  to  enact  the  "Statute  of  Laborers," 
which  forbade  higher  wages,  and  a  later  law  provided  severe 
punishment  (or  runaway  villeins.    Here  we  have  economic 
law  and  legal  law  in  conflict:  The  former  favors  higher 
wages  due  to  the  law  of  supply  and  demand;  the  latter 
favors  low  wages  and  wouki  arbitrarily  enforce  them.    A^| 
if  once  was  not  enough,  the  statute  was  re-enacted  thir-^ 
teen  times,  but  all  to  no  avail.    Labor  will  sell  for  iu 
worth — not  less  and  not  more — in  a  competitive  market. 
Minimum  wage  advocates  would  do  well  to  contemplatflfl 
more  upon  this  fact. 

(«)  The  Peasants'  Revolt  of  13S1  is  both  an  evidence  of 
the  new  independence  felt  by  labor  and  an  effective  de- 
mand for  the  betterment  of  labor.  This  Statute  of  Labor- 
ers proved  oppressive  to  the  villeins  and  they,  with 
townspeople,  resented  the  tolls  which  added  to  their 
of  living.  All  were  burdened  with  a  heavy  tax  to  supj 
"a  useless  foreign  war."  Their  long  brooding  over  thi 
troubles  pre^xired  the  way  for  John  Ball,  whose  speeches  to 
the  lower  classes  might  easily  be  mistaken  for  the  language 
of  a  modem  single- ta:ccr.  In  behalf  of  abolishing  class 
distinctions  and  private  property  in  land,  he  said:  "Are 
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we  not  descended  from  the  same  parents.  Adam  and  Eve? 

And  what  can  they  [the  upper  classes]  show,  or  what 

leasons  give,  why  they  should  be  more  the  masters  tlian 

oursdvcs?  .  .  .    They  are  clothed  m   velvets  and   rich 

stuffs  ornamented  with  ermine  stnd  other  furs,  while  we 

are  foKed  to  wear  poor  cloth;  they  have  wines,  spices,  and 

fine  bread,  when  wc  have  only  rye  and  the  refuse  of  the 

straw,  and  if  we  drink,  it  must  be  water;  .  .  .  but  it  is 

Irom  our  labor  they  have  wherewith  to  supjiort  their 

pamp!" 

literally  thousands  were  ready  for  revolt  when,  in  1381. 
tlKpoll<tax  collector  came  along  and  insulted  Wat  Tyler's 
iluighler,  only  to  be  struck  dead  by  her  father.  The  Sght 
ws  on.  Tyler's  friends  in  misery  arose  to  plunder  and 
■vder  the  tax-collectors,  and  they  did  no  discriminating, 
■  ibis  particular,  against  other  government  officers.  Much 
property  was  destroyed  in  their  search  for  the  manor  copy- 
tolls,  which  they  desired  to  bum.  Congregating  in  Lon- 
<tQ&,  they  demanded  the  abolition  of  villeinage.  Soon 
lyier  was  killed,  and  the  King  outwitted  the  mob  by 
the  lejidership  of  the  insurgents  and  promising 
of  grievances,  'f'hirty  clerks  were  put  to  it  to 
draw  up  new  charters,  then  the  insurgents  dispersed. 

Consequences:  The  lords  of  the  manors  ceiised  to  be  dic- 
bton,  and  had  to  bargain  on  equal  terms  with  labor. 
Wages  were  so  high  that  the  landlords,  for  the  most  part, 
bund  more  proAt  in  leasing  their  estates  and  stock  in 
Bull  lots  to  tenants-  Thus  arose  the  modem  type  of 
snail  farmer  who  paid  rent  to  the  owner  of  the  land,  and 
he  paid  wages  (o  other  laborers. 

(/)  Enclosures:  The  enclosing  of  hind  was  the  influence 
to  CDiapletc  the  downfall  of  the  manorial  system  and  to 
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usher  in  a  money  economy.    High  wages  caused  the 
form  of  agriculture,  grain-raismg,  to  decline;  meanwhile 
sliecp-raising  was  becoming  very  profitable.     England  had 
a  good  export  market  for  her  wool,  and  during  the  fouc^ 
teenth  century-  a  number  of  woollen-factories  were  introJB 
duced  into  the  country,  thus  adding  to  the  demand  and 
increasing  the  price  of  the  raw  wool. 

High  wages  were  no  obstacle  to  shec[>-raising,  because  a 
shepherd  and  his  dog  could  care  for  a  large  drove  of  sheep. 
The  lords  of  the  manors  found  it  profitable  to  convert 
their  lands  into  sheep-ranches.  Moreover,  large  boun- 
daries of  common  land  were  fenced  in  for  the  same  purpose. 
Many  persons  owned  as  many  as  24,000  sheep,  conse- 
quently the  land  had  to  be  enclosed  into  very  large  pas- 
ture-fields. Thi.<!  process  of  enclosing  or  fencing  in  land 
is  known  as  "enclosing,"  and  upoD  certain  conditions  the 
state  gave  the  cncloscr  property  in  the  land.  ^| 

The  tenants,  with  few  exceptions,  were  forced  to  surren- 
der their  holdings  when  the  land  was  taken  up  in  Lhi$ 
manner.  Many  of  those  who  enclosed  land  were  noi^| 
residents,  and  due  to  the  fact  that  but  little  labor  wa^' 
needed  to  care  for  the  sheep,  the  tenants  received  little 
consideration  and  were  forced  to  seek  employment  else- 
where. 

Wealthy  merchants  and  profesuooal  men,  desiring 
become  landlords,  bought  and  enclosed  lands.    Thus  fa 
the  &rst  time  lands  became  marketable,  and  with  this 
change  rents  rose  ten  and  even  twentyfold.    This  brought 
the  poor  to  Ibe  verge  of  star^'ation,  and  the  whole  realm 
was  overrun  with  beggars  and  thieves.    Bishop  Latimer j_ 
a  noted  deig^'man  of  that  day,  declared  that  if 
ouSd  ruse  two  aoes  of  hesnp  there  would 


se- 
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enough  to  bang  the  thieves.  He  prcaciied  against  the 
change,  but  to  no  avail.  "Let  the  preacher  preach,"  he 
said,  "till  his  tongue  is  worn  to  the  stumps;  nothing  is 
amended." 

Public  resentment  grew  strong,  riots  broke  out  and  the 
Kavemment  legislated  against  the  change.    Between  the 
years  1485  and  1634  act  after  act  was  passed  against  en- 
dosures,  but  ali  such  legislation  was  incUcctive.    Despite 
severe  hardships  and  opposing  legislation,  industrial  con- 
ditions forced  a  change  to  private  property  in  land.     A 
considerable  portion  of  the  tillable  and  pasture  land  of 
En^d  was  enclosed  at  that  time. 

Ur  Eiercises.  1.  What  is  meant  by  the  interdepen- 
dence of  industries?  HTiat  is  the  connection  between  the 
devdopment  of  industries  and  the  growth  of  dties? 

3.  Contrast  the  numbers  and  prosperity  of  the  Knglisb 
people  to-day  with  the  numbers  and  prosperity  in  1066. 
Uakea  brief  summary  of  the  causes  of  this  development. 

3.  Account  for  the  rise  of  guilds.  What  was  the  differ- 
tace  between  merchant  guilds  and  craft  guilds?  What 
»u  the  chief  characteristic  of  a  guild  ? 

4-  Has  economics  anything  to  do  with  rcli^'on?  With 
tilK devclc^ment  of  a  language?    With  knighthood? 

5-  Following  the  Black  Death,  the  Statutes  of  Laborers 
*^ere  pasised  in  1351.  and  subsequent  years.  They  had 
wy  little  practical  effect.    Account  for  their  failure. 

&  Summarize  the  cliief  economic  changes  which  fol- 
hwtd  the  Peasants'  Revolt  of  1581. 

7-  Why  did  sheep-raising  become  so  important  and  ex- 
tensive  in  England  during  the  fourteenth,  and  fifteenth 
craturies? 

8.  Write  a  report  of  one  page  (not  over  300  words) 
wb'ch  will  contrast  the  economic  life  of  the  English  people 
before  the  changes  described  in  this  chapter  with  the  ceo- 
aoauc  life  after  the  clianges. 


CHAPTER  III 

KATIOXAL    CONTROL   AXD   THE    INDUSTRIAL 
REVOLUTION 

I.  Tbc  national  tiystaa.  i.  UoDOpoGes.  j.  McnantSsB  or  Colbcxt- 
isn.  4.  Htsukxiaoi.  5.  National  idak.  6.  The  dtwiBtic  systau.  7. 
The  indusuial  irwJutioa.  S~  Cwnmcrcc  and  need  for  madunay.  q. 
The  bcguming  of  industnal  dbaes.  10.  Sdcodnc  fantmiK.  11.  Contral 
o(  natunl  fonts.  11.  The  long  delay.  13.  Onaged  point  of  view.  14. 
SocU  diaBgcs.  15.  The  Phyiiacats.  i6l  The  fnedon  of  bade  and  agli- 
cullure.  17.  IV£lical  dc<:t&.  i^  Ifayiuaiig  of  sxial  lepilation.  tg,  A 
summaiy  of  dan^s  wtudt  afia:tcd  wage-ewaeo.  jol  Tte  Ww**'^t  of 
labur.uiiMB&    21.  ExcniKL 

X.  The  Nttioul  System. — The  rdigious,  educatHUul, 
and  industrial  mo\'emaits,  iducfa  were  outlined  in  the 
last  chapter,  enabled  tbe  commim  people  to  sense  thdr 
power.  The  ineWtable  result  was  tbe  breakdown  oi  local 
restriction  and  the  rise  of  mo\'ement5  national  in  soapa. 
National  sentiment  became  stJidined  imder  the  rule  of  tbe 
strong  and  pi^HiIar  Ime  of  Tudois. 

It  was  in  a  period  of  internal  dissensiaiit  whoa  the  pubE 
mind  was  prepared  to  welcome  a  ruler  with  ponrer  to  restof 
unity  and  peace*  that  Henry  \TI  took  titc  thnme.    T 
inteipRtcd  wen  the  ^iiit  of  the  tioM,  and  enlisted  ' 
p«ot^':i  contideuoe  by  a  sdecttoa  oi  able  advisns.    ? 
Wfe*  the  N^'^^nHt  of  a  t-enes  of  sutcsmeD  ctweoi  bon 
He  foaad  fia^and  m     dasscnsni 
<apaUr  sob,  T~9!a^  ^ 
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ol  rule,  "Hcnr>',  head  of  the  state,  became  also  head 

tbc  church  or,  brieSy,  the  English  pope.**    Soon  after- 

-irard  came  the   "Virgin  Queen,"    Elizabeth,  who  was  a 

&  cumpound  of  qualities  masculine  and  feminine. 

the  most  novel  statesman  known  to  history.    The 

ibfest  statesmen  of  England  were  chosen  her  ministers, 

yet  she  was  clearer-brained  and  farther-sighted  than  any 

ol  them.    Coquetry  was  her  <iipIomatic  weapon,  and  with 

U  tltt  winsome  queen  had  her  own  way. 

J.  Uooopoltes.— Queen  Elizabeth  (1538-1603)  appraised 
ftc power  ol  granting  palenLa  of  monopoly  to  her  favorites 
a"llie  fairest  Sower  of  her  garden."  She  granted  exdu- 
an  rights  to  private  parties  to  deal  in  certain  articles  of 
ttmuDOo  use.  Competition  was  thereby  destroyed  and 
ptioes  fixed  by  the  privileged  few.  Such  necessities  as 
salt,  iron,  calfskins,  vinegar,  lead,  and  paper  were  con- 
ttolH  by  patentees.  Prices  became  exorbitant  and  the 
*bo«sof  the  monopolists  intolerable. 

la  1601  the  House  of  Commons  brought  pressure  to  bear 

«  the  Queen  and  she  promised  reform.    The  memorable 

Act  ol  Pirliament  of  1624  made  null  and  void  all  monopo- 

*»  whidi  controlled  the  buying,  selling,  and  making  of 

P*od3  aod  manufactures.    "This  act  efTcctually  secured 

"*  iTttdom  of  industry  In  England;  and  in  the  opinion  of 

^*<*u«t  lutborities  has  done  more  to  excite  the  .spirit  of 

mventioD  and  industry  and  to  accelerate  the  progress  of 

^^  in  that  country  than  any  other  in  the  statute-book." 

"w  Usloriin  Gibbon  3a>'$:  "The  spirit  of  monopoliaLs  is 

~~'^'  Uzj',  and  oppressive.    Their  work  is  more  costly 

^ ^productive  than  that  of  independent  artists,  and 

^  **'°'pn)\'ements,  ao  eagerly  grasped  by  the  compcti- 

"^^^iom,  are  admitted  by  them  with  sknv  and  suUca 
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reluctance."  Restrictions  and  fecial  privileges  extende 
beyond  internal  affairs  and  applied  to  foreign  trade  as  wclL 
These  ind^lst^iaI  changes  were  accompanied  by  changes  in 
economic  thought 

3.  Mercantilism  or  Colbertism.— Colbert,  the  famous 
finance  minister  of  Louis  XIV  of  France,  had  an  idea  that 
money  is  the  greatest  index  of  national  wealth.  To  his 
mind  great  wealth  and  an  abundance  of  money  were  sj-non- 
>-mou3  terms.  His  anxiety  to  enrich  France  led  him  to 
advocate  tariff  restrictions  such  as  would  cause  that  coun- 
try to  export  more  goods  than  she  imported,  and  to  collect 
"the  favorable  balance  of  trade"  in  money.  Many  states- 
men throughout  Europe  and  England  held  similar  views — 
these  statesmen,  not  economists,  are  called  Mercantilists. 

It  was  an  age  of  nation-building  and  of  intcmational 
jealousies.  The  argument  that  great  sums  of  money  were 
required  to  maintain  foreign  fleets  and  armies  was  a  force- 
ful one.  Moreover,  money  was  considered  the  most  im- 
portant form  of  wealth,  because  of  its  durability  and  its 
exchangeability.  It  was  pointed  out  that  If  the  merchant 
does  not  convert  bis  stock  into  money  he  fails,  and  from 
this  it  was  argued  that  the  nation  should  sell  its  goods  for 
money-  A  result  of  such  teachings  was  that  Spain,  Por- 
tugal, Scotland,  France,  and  England  forbade  the  exporta- 
tion of  gold.  We  cannot  emphasize  too  strongly  that  Mer- 
cantilism was  a  national  policy  rather  than  a  local  policy. 
Furthermore,  the  purpose  of  the  policy  was  to  create  a 
strong  national  state.  It  was  broader  than  money-mak- 
ing; it  was  state-making  under  severe  restrictions  and 
regulations.  These  restrictions  covered  trade,  manufactur- 
ing, agriculture,  and  labor — in  fact,  they  covered  all  of  the 
industrial  relationships  of  society.    The  false  doctrine  ws 


KatkrtutJ  Control  and  IndustriaX  devolution    39 

Acq  curreDt  that  when  a  trade  is  made  one  party  must 
pt  ckcated.  Accordingly,  it  would  be  good  statesman- 
dap  to  de\Tse  a  system  that  would  cheat  foreigners  in 
tnde,  and  make  collection  of  the  favorable  balance  in 
aaoey. 

4.  Restrictions.    To  this  point  wc  have  found  that  the 

iBtay  of  industrial  England  was  characterized  by  rcstric- 

trictions  in  manor  Jlfe,  then  in  guild  life,  then  in 

trade  between  provinces;  and,  Bnally,  the  breakdown 

(iiloca]  restrictions  and  the  rise  of  national  restrictions. 

$.  Nitiooal  Ideals. — I  have  neglected  mention  of  impor- 
tait  events  which  profoundly  influenced  the  economic  life 
d  EogUnd.    Nothing  has  been  said  of  the  awakened  enter- 
prise follomng  the  discover)''  of  the  New  World.    No  ref- 
cfenc?  has  been  given  to  the  religious  wars  of  Kurope, 
^di  drove  so  many  skilled  artisans  to  England.    Nor 
ioi  oention  been  made  of  international  commercial  trea- 
ties, which  made  foreign  trade  safe,  large,  and  profitable. 
3IoC  least  of  the  omitted  items  was  the  formation  of  tiad- 
ng  companies,  such  as  the  famous  East  India  Company, 
vliidi  carried  English  commerce  into  every  port,  and  in* 
traduced  that  nation's  customs  and  flag  to  all  the  world. 
Our  puipose  has  been  not  to  detail  items,  however  inter- 
esting, except  as  they  might  show  how  economic  influ- 
aces  ffve  form  to  new  ideas,  and  how  these  react,  gi\Tng 
form  to  new  lines  of  enterprise.    The  futility  of  attempt- 
mg  to  study  economic  progress  apart  from  national  ideals 
may  be  seen  in  these  words  ■from  Professor  Kimball:^    "It 
is  to  be  c^wdally  noted   that  national   ideals,   popular 
opinion,  or  some  simitar  influence  has  alwayrs  greatly  influ- 
enced industrial  organization.    Thus,  In  India  the  caste 
^^K  *  Piiadples  oi  [txJusUul  OrganizUioo,  p.  4. 
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8>rstrm  for  counUess  yuis  prohibited  all  forms  of  factorie 
■nd  ail  pruduction  was  by  simple  haodicraft,  definite  kinds 
ol  work  being  assigned  to  [^rtimUr  classes  of  poopl 
Uader  the  Koman  s)'stein  the  armorcts  or  fabri  were  a 
cbs8  of  artisans  set  apart  for  this  sole  purpose,  and  they 
could  not  change  their  ctUfng.  It  was  a  form  of  state- 
Mpported  and  i^uUted  sla\*ery.  History  oboucds  with 
dmilar  instances  of  the  effect  of  public  o|miuoii  or  natioaal 
necessity  upon  ihc  method  by  which  the  natioa  was  pro- 
vided whh  the  necessities  of  fife.  Viluk.  therefore,  the 
MBCiittal  features  of  our  nodem  5>-5tem  will  probably 
caifttiBue  indcfini^r.  it  need  not  be  a  matter  of  suiprise  or 
alana  that  many  chan^rs  aod  ngnlatiaiis  have  been  made 
aad  wift  be  made  in  ddennce  to  pnibfic  opiaioa  or  national 
iteceffiity. 

^  ne  DooNctac  System.— Between  the  decay  of  the 
fcodal  ^ysWB  and  the  ^■jf"'-q  ol  the  iwhisttial  rcvolu- 
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'they  did  farming  as  well  as  weaving.  Perhaps  a  farmer's 
wile  and  children  would  utilize  spare  lime  in  weaving  cloth" 
from  the  wool  of  their  own  sheep.  What  trade  there  was 
moved  in  a  very  liniited  circle  because  of  the  poor  roads. 
Goods  were  produced  for  immediate  consumption,  the 
worker  knew  his  market  and  regulated  his  output  accord- 
ingly. There  was  a  close  personal  relation  between  maker 
and  consumer,  and  between  master  and  workman. 

7,  Tlje  Lndustrlal  Revolution.— There  was  virtue,  intel- 
Ggence.  and  a  certain  charm  in  the  simple  life  and  dignity 
of  manners  in  primitive  Kngland.    The  customs  of  life 
and  the  household  appointments  of  that  people  were  al- 
most exactly  duplicated  in  many  sections  of  our  South 
prior  to  a  generation  ago.     In  many  an  isolated  community 
ol  the  South  to^Iay  the  manipulation  of  the  hand-cards, 
I  ipfaming-wheel,  and   the  old-fashiuned  loom  is  far  from 
bekg  a  lost  art.    There  is  an  economic  independence  and 
rude  comfort  which  these  people  get  from  direct  contact 
wtii  the  freshness  and  richness  of  the  virgin  soil. 

The  Industrial  Rcvohition  found  the  English  people  a 

brave  and  hardy  stock  who  loved  ind^endence.    But  their 

priniiirvc  methods  had  lingered  century  after  century,  with 

Katctly  any  evidence  of  private  thrift.    The  resulting  [wv- 

Qtyand  stagnation  of  life  are  best  described  as  a  condition 

<*  uratcd  sodal  development.    Then  came  the  mar%'el- 

W  industrial  transformation.    The  change  was  Uke  the 

Ixi^UMss  and  hope  of  day,  following  the  darkness  and 

fc»d  of  night. 

Thb  change, — we  call  it  the  Industrial  Revolution, — was 

|Aiii|cfTom  the  home  to  the  faclorj-,  from  hand-work 

'  «idiine.work,  from  rural  to  dty  life,  from  local  to 

mwkets,  from  a  simple  to  a  complex  di\ision  of 
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labor.     But  greater  than  these  changes  and  the  causi 
them  was  a  change  in  the  ix>int  of  view. 

8.  Commerce  and  Need  for  Machinery. — Prior  to 
fail  of  Najjoleon  (1815)  Knglnnd  had  acquired  naval  su^_ 
prcmacy  smd  a  monopoly  of  commerce  on  the  sea.  ThaB 
occasioned  an  extensive  demand  for  the  manufactured 
products  of  England,  especially  for  her  textiles.  Textiles 
were  produced  by  hand-cards,  the  spinning-wheel,  and  the 
old-fashioned  loom.  TTie  pieces  of  goods  were  collected 
from  the  hamlets  into  the  towns,  from  where  they  were 
hauled  over  all  but  Impassible  roads  to  the  port  for  shif 
nient. 

The  growing  demand  increased  the  pressure  on  old  pr 
esses  and  called  for  new  manufacturing  processes.    On^ 
weaver  could  use  the  product  of  six  spinners,  but  the  ia-^ 
vcntioD  of  Kay's  drop-box  (1783)  enabled  one  weaver 
keep  ahead  of  ten  or  twelve  spinners.    Spinning  was  thus 
the  greatest  obstacle  to  progress,  and  the  Ro>*al  Society^ 
offered  a  prize  for  an  invention  to  improve  spinning, 
provements  followed  in  quick  succession,  and  large 
chinery  succeeded  the  simple  tools  of  the  domestic  s) 
tern. 

9.  The  Beginning  of  Industrial  Classes.— The  operatit 
of  large  machinery  called  for  separate  buildings  in  which 
power  could  be  used.  Furthermore,  these  new  processes 
involved  too  great  an  expense  for  the  small  master  to  incur, 
80  wc  find  the  capitalist  buying  machines  and  cmplojing 
labor.  The  consequence  was  an  employing  class,  sepa- 
rated from  the  workers  and  having  no  share  in  the  actual  ^u 
labor,  but  furnishing  the  means  of  production  and  pajdn^fl 
men  to  use  these  means.  Naturally  these  new  machines 
were  installed  where  jxiwcr  was  available,  and  the 
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hdoD  concentrated  in  factory  districts  along  the  swUtJy 
xunniog  streams  of  northern  England. 

When  James  Watt  perfected  the  steam-engine,  the  power 

of  steam  was  applied  and  factories  niuttiplicd  still  more 

npidly-     Imim>vcd  methods  of  smelting  iron  by  the  use 

d  coal  were  discovered  and  the  mining  industries  grew. 

Canals  and   roads  were  imi>rovcd,   then   railroads  were 

boHt,  so  that  within  two  generations  England  was  trans- 

[omied  into  a  region  of  thickly  po|)ulated  factory  towns 

doiely  connected  by  railroads. 

iv.  Scientific  Fanning. — To  hasten  still  more  the  changes 
atn'otution  in  agricultural  methods  occurred  at  the  same 
liBe.  Scientific  farming  was  introduced  and  farmers  began 
tooaploy  new  methods  of  tilling  the  soil  and  new  means 
*i  fenilizing.  Such  systems  could  be  used  only  by  the 
pnuperous  and  the  small  farmer  was  forced  out.  He  cither 
Aiftid  to  the  dty  to  join  the  ranks  of  the  factory-workcn, 
orsank  to  the  level  of  an  agricultural  day-laborer. 

n.  Cwitrol  of  Natural  Forces. — ^Prior  to  the  use  of  large 
oidiinery  the  output  of  industry  was  limited  by  the  fund 
of  human  muscle  and  nervous  energ)'.  Then  came  the 
machine — a  device  by  means  of  which  human  intelli- 
takcs  control  over  natural  forces.  The  limit  to  the 
|)ut  ol  industry'  was  no  longer  fixed  by  the  fund  of  mus- 
oilar  power;  jt  was  determined  by  the  fund  of  knowledge. 
Kfiovledge  gives  form  to  machinery  which,  in  turn,  rcn- 
<ltts  natural  forces  subservient  to  human  wilt.  Expressed 
tly:  the  limit  to  the  output  of  an  industry  based 
machinery  is  the  available  power  of  nature. 
To  labor-sa\'ing  machinery  two  meanings  are  attached : 
it  Mbstitutcs  for  labor,  and  docs  the  work  formerly  done 
l^bud;  it  docs  heavy  work  of  which  human  muscle  is 
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not 

I 


incapable.  The  sutistilution  of  macliinc-imwcr  for  hand- 
work had  its  beginning  at  the  middle  of  the  eighteenth 
century. 

The  beginning  uf  the  great  inventions  is  a  date  singled 
out  for  distinct  emphass  in  the  history  of  human  progress, 
but  greater  than  these  inventions  was  tlie  change  in  the 
course  of  ideas  whicJi  called  Uiem  into  existence.  We 
must  not  confuse  cause  and  effect:  great  inventions  did  not 
cause  the  Industrial  Revolution,  but  it  was  the  Revoluti 
that  caused  the  great  inventions. 

12.  The  Long  Delay.— In  our  day  long-distance  conv 
sation  by  wire*  the  cabling  of  news  back  and  forth  aci 
the  seas,  the  wireless  telegraph,  swiftly  sailing  steamcraT 
skyscrapers  and  subways,  great  manufactories  covering 
acres  of  ground  and  utilizing  powerful  roachiaerj'  and  em- 
ploying thousands  of  men — these  have  become  common^ 
place.    This  is  a  period  of  restless  search  for  the  novel  ana" 
new.    The  captain  of  industry,  even  though  a  millionaire, 
sleeps  upon  a  most  restless  pillow;  be  is  thinking,  cone 
ing,  scheming,  and  devising  how  to  add  to  his  whcrewithi 
Progress  is  contagious  and  comes  to  affect  the  whole 
pie.    It  is  with  nations  as  with  indJWduals,  the  more  they 
progress  the  more  restless  they  bocome.  ^| 

From  thb  progressive  age  wc  look  back  with  amazemcd^^ 
and  wonder  upon  the  non-progressive  and  poor  yet  con- 
tented peoples  of  the  domestic  system.    How  could  man- 
kind have  dwelt  upon  the  earth  in  a  civilized  state  so  kmg 
and  yet  have  made  such  a  \'ery  small  advance  in  industris 
methods?    As  H.  C.  Adams  puts  it:  "Penelope, 
worked  at  her  loom  while  awaiting  the  return  of  UI5 
would  have  found  nothing  very  strange  in  the  art  of  weav" 
ing.  could  she  have  made  a  visit  to  the  home  of  a  textile 
worker  in  the  beginning  of  the  reign  of  George  III.' 
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the  greatest  wonder  regarding  the  Industrial  Revolution 
was  its  long  delay. 

13.  Changed  Point  of  View. — The  significant  change  in 

ideas  was  simply  thh:  The  idea  that  machinery  would 

substitute  for  muscular  strain  and  multiply  the  output  of 

industry  did  not  appeal  to  the  imagination  of  man  before 

ib&  Revolution;  then  an  economic  new  birth  came  about 

because  of  the  large  Eun^can  demand  for  English  leJiUles. 

Hand-methods  could  not  exploit  the  new  opportunities; 

■lachinery  must  be  had.    England  awoke;  she  offered 

prias  of  £50  and  £25  (large  prizes  for  that  time),  re^>ec- 

lively,  for  the  first  and  next  best  improved  method  of 

spinning.    The  incentive  was  great  and  following  it  were 

Ae'Tour  Great  Inventions"  (Hargreaves's  spinning-jenny, 

i;7o;  Arkwrighi's  water-frame,  1781;  Crompton's  raulc, 

1779;  Cartwright's  power-loom,  1785).    By  the  end  of  the 

fat  quarter  of  the  last  century  the  old  idea  had  completely 

pvoi  way  to  the  new.    There  was  full  appreciation  of  in- 

^ations  and  inventive  genius  was  generously  encouraged. 

Tk  industrial  greatness  of  to-day  owes  its  being  to  this 

diugp  in  the  idea  regarding  the  use  of  machinery. 

kU.  Social  Changes. — One  of  the  greatest  effects  of  this 
Hen  Industrial  Revolution  was  the  degeneration  of  the 
[skilled  laborers  and  the  employment  of  a  new  class — 
voneo  and  children.  Manufacturers  found  that  the  new 
madiines  performed  the  work  of  skilled  labor,  and  that 
ifl  auxy  cases  a  woman  or  a  child  could  operate  them  effec- 
tive^. Women  and  children  were  ruthlessly  exploited, 
libDnag  fourteen  and  sixteen  hours  a  day  for  a  mere  sub- 
aiUnoe.  Factories  and  factory  towns  sprang  up  quickly 
sod  were  built  with  little  regard  for  the  health  or  morals 
of  laborers. 
Previous  to  the  Industrial  Revolution  the  country  as  a 
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whole  was  poor;  yet  the  wealth  was  fairly  well  distributed, 
thus  securing  general  comfort.    The  new  forms  of  industry 
were  highly  productive,  but  they  brought  about  extreme 
poverty  in  the  midst  of  abundance.    From  1760  to  r8i8 
the  population  had  increased  70  per  cent,  and  the  cost 
poor  relief  had  increased  530  per  cent.    The  degeneratic 
of  labor,  tlie  alienation  of  classes,  the  increase  of  wealth' 
and  the  multiplication  of  paupers  were  characteristic  of 
this  period.  ^| 

Fierce  competition  in  these  new  industries  caused  manu- 
facturers to  disregard  the  protection  of  morals,  health,  and 
even  the  lives  of  workers.  The  goal  was  high  profits,  aodH 
every  effort  on  the  part  of  public-spirited  [jeople  for  reform 
was  met  with  opposition.  The  prevailing  spirit  of  indi- 
vidual liberty  which  characterized  that  period  made  it 
very  difficult  to  enact  much-needed  legislation  to  remcd] 
the  wretched  conditions  of  workers.  This  new  theor>-  is' 
so  different  from  the  Mercantile  doctrine  prc\'iously  menr, 
tioncd  that  a  brief  explanation  of  it  is  necessary. 

15.  The  Physiocrats.— It  will  be  recalled  that  in  the 
cntccnth  century  the  governments  of  Europe  had  imj 
severe  restrictive  systems  upon  trade  and  other  industrial 
activities.    Such  severity  produced  reaction,  which  wi 
first  expressed  in  France  in  the  early  eighteenth  ccnturj 
by  a  school  of  economists  known  as  the  "  I'hysiocrats.' 
They  believed  in  a  system  of  "natural  Ubert>',"  i.  *.,  that 
the  right  to  work  is  the  property  of  every  man,  and  that 
he  should  be  permittai  to  sell  this  property  to  the  bcsl 
possible  advantage,  with  no  regulation  from  his  govenw 
mcnt  except  the  neccssa.ry  protection.    The  thought  was 
that  individuals  arc  by  nature  endowed  with  dlfTerent 
padtics,  and  that  each  can  produce  the  greatest  abundanc 
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fii  he  follow  Ihe  course  for  which  his  particular  type  of 
natural  strength  capadUtcs  him.     Moreover,  nature  fur- 
nishes him  the  inclination  to  follow  his  particular  bent  or 
talent    The  Physiocrats  urged,  therefore,  the  removal  of 
restriction  in  order  that  nature  might  take  her  course, 
will  employ  his  ta!cnt  most  effectively  and  thereby 
iuce  most  for  himself.    They  concluded  that  because 
sodety  is  composed  of  individuals  the  system  which  is 
best  for  individuals  must  be  best  for  all.    When  the  pro- 
dwtion  of  each  is  greatest,  the  total  for  all  must  be  largest. 
i6.  The  Freedom  of  Trade  and  Agriculture.— Naturally 
the  Physiocrats  were  advocates  of  the  freedom  of  trade. 
Tlwy  fought  against    the  restrictions  upon   imports  and 
oqwrts  that  had  been  placed  by  the  Mercantilists. 

Tbey  rendered  another  service  to  economic  policy  in  dis- 
oatnging  the  overemphasis  placed  ujion  gold  and  silver 
by  the  mercantilists.  Agriculture  was  believed  by  them 
tobe  tbe  only  real  productive  induslr}',  and  they  wished  to 
ffltter  it.  To  their  way  of  thinking,  the  freedom  of  trade 
"oiikl  make  for  the  greatest  encouragement  to  agriculture. 
Woe  trade  free,  different  sections  of  countr>'  could  be 
pveo  up  to  those  products  for  which  nature  had  most 
U0ity  capacitated  them.  While  it  is  far  from  being  true 
tktt  agriculture  is  the  only  real  productive  occupation,  yet 
tiis doctrine  served  an  excellent  purpose  because  it  enabled 
statesmen  to  see  that  a  mere  accumuktion  of  money  is 
iM  the  secret  of  national  strength. 

17.  Polidcal  Effects. — Our  chief  interest  in  the  Physio- 
cnts,  however,  is  in  the  political  effects  of  llieir  teachings. 
If  governments  followed  their  laissez-faire  (let-us-alone) 
pJicy,  there  would  be  no  regulations  upon  conditions  of 
iibof.    Naturally  the  manufacturers  wi^cd  to  be  left  free 
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to  reap  all  possible  benefits  from  the  new  industn'al  condi- 
tkms,  so  Ihey  championed  ardently  this  theory.  The  pub- 
lication o(  Adam  Smiths  VVejilth  of  Nations  in  1776  ex- 
pressed for  Englishmen  a  modified  version  of  some  of  these 
phj'siocratic  views.  Public  men  became  imbued  with  this 
theory  of  natural  liberty.  So  closely  was  this  doctrine  of 
Imssts-faire  associiitvd  with  the  nianufuciurers  of  Eng- 
land that  the  {x)licy  is  jiometimcs  tenned  the  "  Manchesteifl 
Doctrine,"  after  the  manufacturing  city  of  that  name.  In 
kecjung  with  these  theories,  the  moral  and  ph^-sical  condi- 
tioos  of  mine  and  factory  workers  became  Entolerable. 
Public  s>'mpathy  was  aroused  and  Parhament  after  a  de- 
plorable delay  was  forced  to  pass  laws,  if  only  to  protect 
human  life.  Then  it  was  that  ''social  legislation**  b^an. 
Go\'enunent5  entered  iqxin  a  new  polic>'  of  regnlatton  of 
iaduatxy  for  the  interest  of  the  publk — a  policy  that  has 
gmra  steadily  since. 

18^  i>«g*in»i*^  of  Sodal  LegisUtioa.— The  wwkingmen 
thenwehTs  wrre  fiorced  to  combtoe  for  protcctioB,  asd  tbeSr 
tT»de»4iiiioBs  bcgu  to  be  fck  as  a  pofiika]  factor.  As  a 
KSttlt  of  tbe  uimuMut  of  the  pmwdi>if^i  fram  the  coun- 
tiy  to  the  diy,  a  re^jportioimKnt  of  the  representatives 
Ik  fttiUBOK  hMl  taken  place,  aad  this  Mw  UMdag  duB 
-im  jhru  >  Tninr  »  Irpi  htinn  As  tlRT  ^eciae  stronga 
tkcT  feffoed  new  namum  Anoek.  vatil  to-day  E^^mmI 
has  **I.afc«c'*  TirMliiii  w  Ike  cabwt,  bn'rasubtiDg 
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and  eacli  class  looked  upoo  the  other  as  an  c^iportunity  to 
be  e:q)lo(t«d.  Laboren  had  a  aunnion  purpose  in  oppos- 
ing capitalists  and  a  conunoo  interest  in  the  betterment 
of  tlidlr  own  oondltMnis.  This  oDeness  of  purpose  and 
interest  made  the  formatioa  of  Ubor-umons  ine\-itablc. 
The  purpose  of  unions  wms  to  impTD%'e  laborers,  to  impro^ 
thdr  wages,  and  to  irapRnT  their  cn^ironmenL 

Wages  they  would  iinpro\%  cither  by  getting  more 
day,  or  by  getting  the  same  for  a  shorter  day.  Wages  are 
raised  v^en  the  pay  for  an  eigltt'-faoar  day  is  increased 
from  $3  to  $3.  So  also  are  wages  iB|irov-ed  if  the  pay  re- 
attios  ti  per  day,  while  the  woritlog  hours  are  shortened 
from  eight  to  six;  the  increase  b  from  25  to  33>i  cents  an 
hour. 

So  loQg  as  hborets  were  voat^naed,  however,  there 
was  fiUJe  O|iportun)ty  to  improve  wages.  The  individual 
laborer  whose  daily  bread  was  from  his  daOy  labor  could 
not  baigain  upon  equal  tenns  with  the  combtDed  forces  of 
capital-  Col)ccti^*e  ^tct'^'tc  nwaas  that  labor  b  banded 
togvlfacr  in  agreemat  to  bufun  for  wages  in  a  body. 
Thnm^Mut  the  htMory  of  taboMOUOBs.  ooOectm  faaigain- 
hg  has  been  the  ducf  weapon  to  enlorac  tbcir  demands  for 
a  Ughcr  wage.  The  extent  10  wticfa  naiaas  may  increase 
wageswfllbea  tofitc  lor  special  oonndentian  hter  oil     fl 

An  abject  ol  unions  has  been,  and  mB  antbue  to  be,^ 
to  hnpratT  Uk  cavfimuDCM  c4  labor.    Sanitar)-  conditions, 
puie  drinkJMg^water.  pnpcc  %hi,  heat,  and  \'entibtMn, 
rest-rooms,  etv-..  are  topks  whkb  Vitas  discBss,  bring  to 
pttbBc  altmtivyi.  and  i«un  wUcfc  ^tef  fewe  enforc 
*  «Hnuc  t*t  fwlorrr  action,    l^tas,  moreovt 


a   U! 


for 

and  their  htet 


}^atioital  Coritrvl  ami  hutuxtrial  Revolution    5\ 

(fiment  into  trades- unions  form  one  of  the  most  far-reach- 
iag  results  of  the  Industrial  Revolution. 

ir.  Exercises. — t.  What  movement  in  England  made  it 
pojiible  (or  Qut-cn  Elizalwth  to  grant  monopolies  which 
Tue  national  in  scope  ?  How  did  the  method  of  obtaining 
a  mcnopoJy  in  her  time  difTer  from  the  obtaining  of  one 
hhday? 

3.  VfTiat  was  the  domestic  system  ? 

3.  Was  labor  unionized  during  the  domestic  system? 
ffivc  the  reason  for  your  answer. 

4.  Why  du  the  accounts  of  the  beginning  of  the  indus- 
Iria!  Revolution  make  so  much  mention  of  tiie  textiles? 

5  J.  D.  Forrest  sai*3:  "The  industrial  revolution  was 
ool  the  result  of  the  great  mechanical  inventions:  rather 
the  inventions  were  the  result  of  the  revolution."  C.  J. 
BttHodk,  says:  "Between  1760  and  1840  English  industries 
■TO  revolutionized.  The  cause  of  this  was  a  remarkable 
Kties  of  inventions  which  affected  the  cotton  and  woollen 
BUlustries  first."  With  which  of  these  statements  is  the 
pnKnt  chapter  in  accord?  Write  a  brief  argument  to 
iubstaatlate  one  of  these  statements  and  to  disprove  the 
other. 

6.  What  was  the  central  idea  in  the  teaching  of  the 

7.  Define  taisses-faire.  What  effect  did  the  application 
of  this  doctrine  have  upon  the  conditions  of  the  laboring 
population  in  England  ? 

6  Is  the  tendency  toward  a  greater  or  less  application 
of  ibe  laista-Jaire  doctrine  ?  In  answer  to  this  question 
ouLc  mention  of  imi>ortant  laws  which  have  been  eoHctcd 
n^uding  the  tariff,  pure  food  and  drugs,  the  working  con- 
ditiaos  of  women  and  children,  railroad  rates,  and  safety- 
Apptiaoce  for  machinery. 

9.  What  conditions  brought  about  the  formation  of 
bwr-uoions? 

10.  Summarize  the  chief  objects  which  unions  would 
acoan^>Iish. 
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II.  Criiidsms  of  Sfercaniiltsm. — These  criticisms  were 
offered  by  writers  contemporary  with  the  Mercantilists. 
It  will  be  a  hdpful  exercise  if  the  student  will  give  oigu- 
ments  in  defense  of,  or  against  tbetn. 

(a)  If  raw  materials  are  wanting,  tie  factory  must  stop; 
if  food  is  wanting  the  people  must  starve;  if  gold  is  want- 
ing, there  may  be  subsLitutixl  barter  or  credit  or  paper 
money,  therefore  money  is  secondary  in  importance. 

(J>)  Money  runs  after  goods,  but  goods  do  not  always 
run  after  money.  Goods  serve  many  purposes  besides 
bujTng  money,  but  money  serves  no  other  pur]>osc  than 
to  buy  gQt)ds.  Other  things  jnay  do  the  work  of  money, 
but  money  does  not  do  the  work  of  other  things.  There- 
fore, money  is  not  real  wesilth. 

(c)  Wc  exchange  durable  iron  for  wine  In  France.  Why 
not  keep  iron  and  thus  multiply  durable  pots  and  pans? 
Because  we  would  soon  have  more  than  is  needed.  This, 
it  is  evident,  would  be  wasteful.  (This  is  intended  to 
show  that  it  is  absurd  for  a  nation  to  accumulate  more 
gold  than  necessary  simply  because  it  is  durable.) 

(cO  Foreign  armies  may  be  maintained  by  sending  man- 
ufactured goods  or  raw  materials,  as  well  as  by  Beading 
money,  so  money  is  not  necessary  for  foreign  wars. 

(c)  The  benefit  of  foreign  trade  consists,  not  in  a  money 
balance,  but  in  trading  surplus  jjroducts  for  needed  goods. 

(/)  Every  seller  must  be  a  purchaser  and  every  purchaser 
IL  seller,  therefore  England  must  accept  goods  in  exchange 
if  she  continues  to  trade. 

(g)  When  two  parties  trade,  one  docs  not  necessarily  get 
cheated.  E.'cchange  profits  both  parties:  the  interest  is 
one  of  man  with  man,  of  state  with  stale  in  the  same  realm, 
of  nation  with  nation, 

(A)  To  nature  and  not  to  man  belongs  the  police  of  the 
economic  order;  therefore  all  restrictions  on  trade  should 
be  removed. 

(i)  The  nation  whidi  places  a  tariff  against  foreign 
Powers  will  be  retaliated  against  by  those  Powers. 

(y)  A  merchant  may  grow  rich  by  accumulating  money 
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because  he  can  exchange  his  money  for  the  products  of 
otheis;  the  case  is  different  with  a  nation,  for  in  the  long 
ran  a  nation  must  dq>end  upon  itself  for  its  necessities  of 
life. 

(t)  A  nation  cannot  accumulate  money  at  the  expense 
of  others,  because  prices  increase  in  the  nation  with  a 
large  amount  of  money  and  decrease  in  the  countries  where 
money  is  scarce.  This  causes  a  flow  of  money  away  from 
the  country  which  has  a  large  store  of  gold,  thus  equalizing 
the  money  supply  as  between  nations. 
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I.  Introductton.     9.  Econamlc  bws.    $.  Theoo'-     4-  'Hiepmenti 
tumiic  order      5.  Private  properly.    0.  Sodul  expediency.     7.  Tli*  nvhi 
ul  enduvum.     8.  TreiuporUlion.    9.  Tht!  iiwlutlriu]  develofiment  of 
country,     10.  The  gruwth  of  cities.     11.  An  exempli-  from  sUliBtJci.     laJ 
The  Ktaxniphic  <JiviuoQ  of  labor.     13.  The  divuitm  of  Inbor  uul  mutud^ 
tlcpcndcnn:    id    the    fu'ior>'    tyEtcm.     14.  DiCtcrcnlislion.     15.  Trwling. 
16.  CumiiccItkiD.     17.  The  crtcDt  of  cumpelltbn.     lA.  Self-interest.     iQu 
Kconnmic  cUncs.    aa  Contracts.    31.  The  automatic  rcguUlioo  of  indtu* 
tiy.    11.  EieKlus. 

I.  Introduction.— The  prcctding  chapters  offer  a  brie 
survey  of  csscntiid  movements  preceding  the  present  eco- 
nomic order.     The  purpose  of  this  chapter  is  to  review 
some  of  the  choractcrutic  institutions  under  which  cco^ 
nomic  laws  are  now  operating.  V 

In  a  narrow  sense  economics  is  the  science  of  which 
business  is  the  art.  Business  as  here  us«d  signifies  any 
occupation,  emploj-mcnl,  or  investment  for  the  sake  of 
income.  A  science  tcadies  us  to  luiow,  an  art  to  do;  a 
science  logically  precedes  the  creation  of  a  corresponding 
ua^ul  art.  The  science  of  anatomy  precedes  the  art  of 
8Uijcr>';  the  science  of  astronomy  precedes  the  art  of  tta\-i- 
gatioa;  the  science  of  economics  precedes  the  art  of  busi- 
ness. Economic  science  is  the  only  true  guide  of  indits- 
trial  pfoctdure;  it  contains  the  premises  of  reasoning  on 
bubcfls  affairs. 

a.  Bcooooak  laws  are  statements  of  the  order  or 
tkinship  of  bttsuKSS  pbenooKDa.    They  affirm  that  if 
oSbA,  certain  dfecls  (oDow.    The  inie 
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relaiionshiji  of  things  exists  long  before  it  is  aster- 
loined.  Newton  did  not  make  the  (act  of  gravitation;  he 
tound  it,  and  his  formulation  of  this  fact  is  a  law.  Little 
more  than  a  century  ago  the  economists  stumbled  upon 
the  law  of  diminishing  returns.  From  earliest  times  the 
kwces  which  limit  production  had  been  in  operation,  had 
sciitered  people  over  the  earth,  and  had  limited  their 
nt^>lies  for  the  necessities  of  life,  but  only  in  recent  times 
list  these  forces  been  formulated  into  a  law.  As  the 
nuggd  is  not  converted  into  gold  because  we  find  it,  so  an 
CciHKiintc  relationship  Is  not  transformed  into  a  law  be- 
aiBe  we  discover  it;  wc  arc  not  permitted  to  speak  of  a 
ftuonent  as  a  law  until  patient  testing  proves  it  worthy 
of  that  title.  This  science  is  constantly  being  enlarged 
dunigh  the  discovery  of  relationships  and  the  formula- 
cini  of  new  laws  and  by  increasing  our  knowledge  of  their 

An  economic  law  states  that  certain  causes  produce 
certiin  effects  only  under  certain  conditions.  Reasoning 
pMs  astray  when  counteracting  influences  are  not  consid- 
tnd  along  with  positive  influences.  The  law  of  gravita- 
tion does  not  teach  that  a  stone  does  fall  toward  the  cen- 
tre of  the  earth;  it  teaches  that  a  stone  would  so  fall  were 
tiiuaieracting  influences  removed.  It  is  a  law  of  popula- 
tioo  that  the  number  of  people  tend  to  increase  more  rap- 
idly than  does  the  supply  of  food.  The  authors  of  a  cen- 
tury ago  were  extremely  pessimistic  because,  in  their  judg- 
ment, starvation,  disease,  and  death  were  the  dismal 
i«alts  deduced  from  this  law.  The  error  in  their  reason- 
lOE  k  that  they  too  lightly  regarded  the  counteracting 
or  checks  to  population. 
smic  laws  are  either  of  coexistence  or  of  sequence. 
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It  b  a  taw  of  coexisteace  that  like  goods  in  the  same  mar*4 
ket  at  the  same  time  sell  at  the  same  price.     It  is  a  law  of 
sequence  that  by  adding  umt  after  unit  to  a  supply  of 
tike  {^Kxb  in  a  market,  the  price,  other  things  equal,  13^ 
k>wered.  ^| 

3.  Theory. — It  is  a  commcmplace  though  erroneous  re- 
mark tliat  Himcthing  is  well  enough  in  theor>',  but  that  it 
w-iU  nut  work  in  practice.  It  is  an  error  to  contrast  theory 
and  practice  as  the  impracdca]  v-eisus  the  practical  JlJ 
theory  is  a  provisional  or  teatativv  formulation  of  a  law. 
That  which  is  tnie  in  tbeovy  must  be  true  In  practice.  It. 
takes  investigation  and  sound  reasoning  to  formulate 
true  theory  because  it  must  fit  the  facts.  Theory 
science  cannot  be  divorced,  (or  theory  explains  phenomena.' 
Thcor>-  and  practice  hold  tJtm  rdationsidp  of  cxplaDatioa_ 
and  executtoQ. 

4.  The  present  **"■— '^  onkr  embraces  the  conditioi 
undtT  which  ecooonk  bvs  are  fonnahted.  Significant^ 
Inatitutioas  of  this  order  now  to  be  discussed  are:  Pnvate 
pia|ierty,  di\-isiQa  of  labor,  cxdunge,  compctttiofi,  eoo- 
■emk  disscs,  and  contracts. 

5.  M««l*  yrofaily  is  the  fiiiliimiil  il  institution  in 
the  piescflt  tvoaaaic  order.  It  has  been  defended  tipon 
t)K  fathnriBK  bases: 

(a)  PrtvMe  pnfMft}'  has  beeft  jdMified  od  the  ground 
of  ocx'upAAcy.    It  WQuU  be  aocwmie  to  speak  of  occu- 
pancy- as  tV  cittse.  ia  ma&y  esses,  «(  pnvate  property. 
But  iKCwytwcy  cms  nrvtr  with  mmacy  be  gh-en  as  a  ji^_ 
iwdlvticM.  ■ 

hM»  bcca  JKtihcd  by  tbe  so-caUefl 
It  Bvtfvtdtka  property  ts  neces- 
mii-tPkia^dm  «f  ike  UfaUnaL    But, 
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b  bet,  is  this  not  a  coD<lcmnation  of  private  property  ? 
Hie  iiutitution  of  private  prcjpcrty  leaves  the  many  all 
but  propcrtylcss,  whereas  common  ownership  would  dis- 
inbutt  among  all  the  means  of  self-development.  Again, 
wbt  tluogs  redound  to  our  fullest  self-realization?  Our 
answer  to  this  is  not  the  same  as  it  was  a  century  ago; 
idtas  cDotinually  change  as  to  what  is  right.  Socrates 
deleaded  sUver}-  on  the  basis  of  natural  rights.  We  can- 
not justify  private  property  as  a  natural  right  or  as  a 
Mans  to  the  end  of  the  most  complete  self- realization 
nmil  we  know  precisely  what  such  means  arc. 

(()  Private  property  has  been  justified  by  the  labor 
lliw>'.  namely  that  what  a  person  creates  by  his  muscle 
or  bnin  is  bis.  A  person  has  a  right  to  himself,  hence  the 
ri^  to  the  me  of  his  body  and  mind  to  accjuire  the  means 
of  self-preservation.  This  implies  the  right  to  own  and 
aijoy  the  products  of  his  labor.  But  this  does  not  justify 
liw  private  ownership  of  land  and  other  resources  which 
*re  not  the  products  of  labor.  It  cannot,  therefore,  be 
pva  as  a  justihcation  or  basis  for  the  in.<ititution  of  pri- 
vate property.  It  is  upon  this  ground  largely  that  the 
pot  single- tax  advocate,  Henry  George,  denied  the  right 
«i  private  property  in  land. 

{d)  Private  property  has  been  justified  by  the  legal 
Anry.  This,  however,  ts  a  traism  and  not  a  theory. 
Whatever  the  law  recognizes  as  private  property  is  such. 
The  Uw  simply  states  that  this  or  that  may  be  privately 
owned  and  there  the-  matter  ends. 

6.  Soda!  Expediency. —  The  theories  above  mentioned 
fail  to  justify  private  property.  The  acquisition  of  pri- 
vate property  in  early  times  was  by  methods  which  would 
not  meet  with  public  sanction  in  our  day.    The  standards 
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of  bunncas  ethk^s  and  the  problems  of  ancleut  times  dif- 
fered from  those  we  now  know.  Private  property  today 
rests  upon  the  one  ground  of  sodal  expediency.  If  it 
works  best,  if  it  insures  the  greatest  good  to  the  greatest 
number,  it  is  jugtilied.  It  is  a  human  institution  which  is 
always  undergoing  modification  and  change.  Under  {{^ 
some  suffer  mLserj*  while  others  enjoy  the  comforts  of  the 
idle  rich.  Its  workings  are  imperfect,  as  arc  those  of  all^ 
human  institutions.  Despite  inequalities,  however, 
seems  to  stand  the  test  of  the  greatest  good.  Another  ex- 
ample from  the  industrial  histor>'  of  England  will  iUumi- 
nate  this  point. 

7.  The  Revival  ol  Enclosures. — During  the  years  from 
1760  to  1819  as  many  as  6.331,800  acres  of  land  were  en- 
closed in  England.  England  had  formerly  secured  large 
supplies  of  raw  materials  from  Europe,  but  during  the 
Napoleonic  Wars  this  market  was  cut  off,  so  she  had  to 
depend  upon  her  own  soil.  Tliis  change  was  burdensome 
because  the  tillable  soil  was  limited  and  there  was  a  dense 
population.  In  the  preceding  chapter  we  mentioned  a 
large  export  demand  for  English  products;  add  to  this  a 
large  home  demand  and  it  is  at  once  c%ndcnt  that  prices 
for  the  products  of  the  land  must  rise.  The  high  prices  of 
products  caused  a  rise  in  the  price  of  land  and  its  renL 
High  land  prices  in  turn  excited  a  wish  on  the  part  of  indi- 
viduab  to  enclose  and  possess  land.  The  government 
looked  with  favor  upon  the  move,  because  the  cultivation 
of  the  commotio  had  l>een  both  wasteful  and  crude.    It 

rivate  property  wouk^^ 

'  under  private  ownc^ 

iculture  and  l&^_^ 
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One  ke^H  no  grudging  account  of  capiUil  and  exertion 
which  he  spends  upon  bis  own  sml.    He  is  early  in  the 
field;  for  each  extra  seed  planted  and  every  additional 
waste  avoided  means  more  wealth  which  he  and  his  family 
may  enjoy.    One  comes  to  personify  and  to  love  his  on-n 
land,  shrubs,  trees,  and  cattle.    Arthur  Young,  a  vriter 
on  agricultural  topics,  now  over  a  centur>'  ago,  said:  "Give 
a  man  sectire  possession  of  a  bleak  rock  and  he  will  con- 
vert it  into  a  garden."    To  this  statement  the  great  Amcn- 
can  economist  F.  A.  Walker  added:  "The  vineyard*  of 
the  Rhine,  built  up  in  many  cases  of  earth  brought  in 
badcets  up  the  »dcs  of  the  mountains,  are  speaking  wit- 
nesses to  the  truth  of  this  statement;  while  many  of  the 
richest  fields  of  Holland  and  Bcl^um,  once  drifting  wastes, 
tOnstrate  the  other  saying  of  the  eminent  traveller:  'The 
mapc  of  property  turns  sand  into  gold.'"    Private  prop- 
erty, so  far  as  we  know,  is  the  greatest  incentive  to  thrift. 
No  spirited  activity  had  attended  labor  on  the  com- 
mons; on  the  contrary,  sloth  and  indolence,  land-butchery 
and  amali  crops  were  always  a{^arent.    None  the  less, 
enclosures  were  unpopular  with  the  poor,  who  would  pas- 
ture thdr  stock  and  husband  a  meagre  subsIsteDce  upon 
the  conunoDS.    A  popular  piece  of  doggerel  declared  that: 

"The  Isw  lock:s  up  the  num  or  vromao 
Who  steils  the  goose  irom  oS  ibe  common; 
Bui  leaves  the  greater  villaia  loose 
Who  stcaJs  the  common  from  the  (oose." 

It  »  the  testimony  of  Jeremiah  Bcntham  (1748-1832), 

in  HBincct  thinker  and  writer  of  that  time,  that,  after 

■  Wdosurcft,  *'  in  passing  through  the  lands  which  have 

■wogooc  that  happy  change,  wc  arc  enchanted  as  by  the 
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X3.  Tfae  geofraphic  division  of  labor  refers  to  the  local- 
[bation  of  industries,  according  to  the  principle  of  maximum 
IrcLurns.    Witli  transportation  fadlities  and  markets  well 
[developed,  an  industry  tends  to  localize:  (i)  Where  there 
[b  a  supply  of  skilled  labor  in  that  particular  industry,  or 
in  some  cases  where  labor  is  cheap.    Certain  industries 
make  extensive  use  of  woman  and  child  labor,  while  others, 
■  as  the  steel  industry,  use  only  the  labor  of  men.     In  a 
city  where  steel  is  the  important  industry  the  slight  de- 
_  mand  for  the  services  of  women  and  children  causes  such 
^  labor  to  be  cheap.    This  situation  is,  other  things  equal, 
an  attractive  centre  for  a  cotton-mill.    (2)  Where  soil  and 
climate  are  most  suitable  for  the  products  of  the  industry, 
e.  g.,  wc  find  orange-growing  in  Florida,  apple-growing  in 
Washington,  and  tobacco-raising  in  Kentucky.    (3)  Where 
fuel,  raw  materials  or  water-power  necessary  for  the  in- 
dustry arc  at  hand  or  easily  obtainable.     (4)  Vilicrc  large 
markets  for  the  output  are  of  easy  access. 

II  One  will  rarely  find  a  single  district  embodying  all  of 
these  advantages.  Not  infrequently  localized  industries 
exist  apart  from  any  of  these  ad\'antages.  The  reason  for 
this  is  that  industries  requiring  large  fixed  capital  are  diffi- 
cult to  move  with  changing  conditions.  They  start  under 
favorable  conditions  and  become  firmly  rooted,  their  place 
of  business  becomes  known,  their  good-will  and  business 
prestige  arc  associated  with  their  place  of  being.  Such 
reasons  account  for  the  persistence  of  cxtrnsiv'e  metal 
works  in  New  England,  despite  the  fact  that  iron  <xe  is  no  ^y 
kogcT  smelted  there.  ^H 

An  enterpriser  is  at  h'bertj*  to  invest  where  the  returns 
are  most  promising,  and  quite  naturally  he  will  invest  lus 
cfierg}'  and  capital  where  nature  promises  most  co-cpeca- 
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tion.  Each  enterpriser  acta  oo  the  principle  of  manmuni 
returns  for  his  own  efforts.  This,  however,  does  not  mean 
the  nuudmum  returns  per  acre  or  per  machine.  Suppose 
il  takes  the  same  labor  and  capital  to  cultivate  five  acres 
of  tobacco  at  a  net  profit  of  $500  per  acre  as  it  would  to 
cultivate  forty  acres  of  potatoes  at  a  net  profit  of  $100  per 
acre,  one  will  plant  potatoes.  The  geographic  division  of 
bbor  follows  the  principle  of  greatest  net-profit  return. 

Wc  have  thus  far  studied  a  division  of  labor  with  respect 
to  the  different  localities  where  industries  arc  located.  Wc 
may  now  turn  to  a  study  of  the  division  of  labor  in  the 
same  locality  and  within  the  same  plant. 

13.  The  Division  of  Labor  and  Mutual  Dependence  in 
the  Factory  System.— The  handicraft  stage  of  production 
was  essentially  indi\'idualistiCj  whereas  the  factory  sj-stem 
is  characterized  by  large  capital  and  congregated  labor. 
The  tendency  of  large  capital  is  to  specialize.  Not  many 
years  ago  the  same  shop  produced  many  and  varied  lines 
of  goods.  More  recently  competition  has  forced  the  shop 
to  concentrate  on  fewer  hnes  of  goods.    Representative 

,flfaop6  have  now  abandoned  the  practice  of  making  even 
their  own  small  tools  and  appliances.  They  buy  such  sup- 
plies cheaper  than  they  can  manufacture  them.  In  manu- 
lacturing  the  matter  is  reduced  to  this:  a  factory  which 
concentrates  on  a  few  products  can  reduce  the  cost  per 
unit  of  its  output  to  a  minimum.  It  can  undersell  its  less 
specialized  competitor.    The  consequence  is  that  factories 

[Are  no  longer  independent;  they  are  mutually  dependent. 

Tb^  an  dependent  upon  each  other  for  their  own  tools 

and  appliances  as  they  arc  upon  the  utractivc  industries  j 

lor  raw  materials. 

The  force  of  competition  has  so  narrowed  the  produc- 
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tivc  process  along  certain  Lines  ihat  little  flexibility  is  IcfL 
Each  tool  and  machine  is  designed  to  fit  its  specific  func- 
tion, and  no  other.  The  worker  has  his  task  narrowed 
and  limited  by  the  same  conditions.  The  jack  of  all  trades 
finds  no  iilacc  in  the  modem  factory  system.  As  man  de- 
velops, his  dcMres  call  for  a  greater  variety  and  a  superior 
quality  of  goods,  but  in  the  field  of  production  he  tends 
from  a  varied  to  a  concentrated  production.  .\  report 
of  the  United  States  Bureau  of  Labor  states  that  there  are 
eighty-four  distinct  processes  in  the  manufacture  of  a  com- 
mon pair  of  broKon  shoes.  One  hundred  pairs  of  these 
are  now  turned  out  in  ninety-eight  minutes,  whereas  to 
sew  them  by  hand  would  take  ninety-eight  hours.  More- 
over, a  workman  may  be  skilled  in  one  of  these  processes 
and  ignorant  of  the  other  eighty-three. 

It  is  a  complex  <livision  of  labor  when  a  process  of  pro- 
duction is  thus  subdivided  Into  many  parts.  A  simple 
division  of  labor  is  found  when  a  workman  carries  through 
the  whole  of  one  of  the  stages  of  production.  There  was 
no  di\*iaon  of  labor  in  the  self-sufficing  community  where 
the  some  laborer  would  raise  cattle,  tan  the  bides,  and 
convert  the  leather  into  shoes  for  his  family.  It  came  to 
be  A  simple  division  of  labor  when  one  raised  cattle,  another 
tanned  hides  and  yet  another  made  shoes.  And  it  devel- 
oped into  a  complex  division  of  labor  when  each  of  these 
stages  of  production  wa.«  subdivided  into  fractional  parts. 

14.  Differeotiatioa. — Development  lakes  the  form  of 
differentiation  in  social  life  as  well  as  m  animal  life. 
Through  a  process  of  evolution  animals  acquire  more  and 
more  sijecific  organs  for  the  performance  of  specific  func- 
tions. Instead  of  one  organ  to  ser\-e  for  the  functions  of 
heart,  lungs,  stomach,  etc.,  mutually  dependent  organs  are 
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gradually  devcIoiKd.  Similarly,  in  social  life  and  iq  indus- 
tries there  is  a  gradual  devclopmenl  of  mutually  dependent 
Lagenues  to  perform  various  funcLions.  AL  one  time  tlie 
iaame  person  would  convert  the  raw  material  into  clotli, 
finance  bis  own  efforts,  bear  his  own  risk,  pack  and  carry 
his  products  from  place  to  place  in  search  of  a  buyer.  This 
work  has  been  differentiated  into  manufacturing,  banking, 
insurance,  commission  men,  transportation,  and  merchan- 
dising. 

15.  Trading  or  exchanging  arises  out  of  differentiation. 
It  is  most  obWous  that  when  men  are  differentiated  and 
specialized  with  respect  to  specific  lines  of  emploiTncnt 
they  must  be  mutually  dependent.  If  one  gives  his  entire 
time  and  attention  to  the  production  of  matches  he  will 
soon  have  a  surplus  of  nmtchcs  and  a  want  for  other  things. 
Ever)'  form  of  specialization  results  in  the  production  of  a 
surplus.  Each  producer  depends  upon  the  surplus  of 
others.  Without  the  hatter  the  farmer  would  go  bare- 
headed, and  without  the  farmer  the  hatter  would  starve. 

.Specialization  and  mutual  dependence  necessitate  trade 
and  the  surpluses  are  the  tilings  exchanged  for  each 
Other.  Exchange  is  the  grand  medium  through  which 
proportion  and  balance  arc  maintained  among  the  various 
parts  of  the  present  economic  order. 

16.  Competition  is  an  institution  in  which  men  selfishly 
and  independently  contest  for  the  uses  of  wealth.  Men 
compete  to  outdo  each  other  in  the  market.  One  mer- 
chant would  take  trade  from  another,  one  railroad  strives 
to  excel  its  competitor,  and  so  on  throughout  all  the  lines 
of  business.  There  are  different  kinds  of  competition: 
jockej-s  compete  for  the  blue  ribbon,  wooers  compete  for 
the  prettiest  girl,  politicians  for  office,  and  actresses  for 
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notoriety.  But  economic  competition  is  a  contest  for  the 
uses  of  wealth.  There  is  no  competlLion  for  free  goods. 
Were  all  goods  as  abundant  as  air,  competition  would  not 
exist.  Competition  is  for  the  ownership  of  scarce  things. 
Thus  competition  is  tied  up  with  the  idea  of  scarcity  and 
private  property. 

We  have  seen  that  scarcity  does  not  refer  to  the  amount 
of  goods  but  to  the  strength  of  the  desire  for  goods.  There 
may  be  an  abimdancc  of  corn,  yet  if  there  are  many  con- 
sumers and  the  desires  intense,  we  may  say  that  corn  is 
scarce.  On  the  other  hand,  there  may  be  few  bumble- 
bees and  no  one  would  speak  of  them  as  scarce.  If  re- 
sources are  limited  they  may  increase  in  scarcity  and  the 
competition  for  them  grow  keen.  Such  is  the  case  with  a 
growing  den^ty  of  population.  When  numbers  multiply 
with  respect  to  resources  competition  sets  in  for  the  con- 
trol of  food  and  the  services  rendered  by  these  resources. 

Also  competition  may  grow,  irrespective  of  the  increase 
of  population,  because  of  increasing  de^rcs  for  goods.  De- 
sires increase  as  they  are  fed,  thus  extending  the  reach  of 
social  ambition.  To  give  one  a  million  seems  to  whet  his 
appetite  for  more  rather  than  to  satisfy  him.  The  increase 
of  population  reinforced  by  the  growth  of  desires  causes 
competition  to  become  constantly  keener.  The  two  causes 
mentioned— growing  numbers  and  desires  relative  to  re- 
sources— are  primary  though  not  the  only  motives  that 
inspire  economic  competition. 

17.  The  Extent  of  Competition. —Competition  is  found 
in  every  sttge  of  production,  from  the  raw  material  to  the 
finished  product  in  the  hands  of  the  consumer.  "The 
manufacturer  of  cotton  goods  chooses  between  competing 
places  (or  his  factory;  the  makers  of  his  machinery  axe 


Tlie  Present  Economic  Order 


69 


I 


vying  with  each  other  to  produce  most  economically  the 
engines,  looms,  etc.,  that  are  best  adapted  to  his  work;  raw 
products  he  buys  from  sellers  competing  in  the  open  mar- 
ket; labor  he  hires  from  among  men  who  bid  against  each 
ether  for  bis  work;  transportation  companies  compete  with 
one  another  in  cheaply  transferring  his  goods  to  market; 
and  in  the  market,  seller  is  struggling  with  seller  for  the 
privil^e  of  a  sak  with  pro&t;  buyer  and  seller  bargain  to- 
gether, to  agree  on  a  price.  The  present  century  has  seen 
barrier  after  barrier  swept  away,  till  the  whole  world  enters 
more  or  less  freely  into  the  one  struggle;  family  and  sodal 
distinctions  are  being  obliterated  in  the  industrial  world; 
customs  and  laws  in  restraint  of  trade  have  been  set  aside." ' 

i8.  Self-interest,  in  a  narrow  sense,  would  seek  private 
gain  at  the  cxpiiiise  of  others.  The  farmer  may  wish  for 
the  grubwonn  and  boll-wecvii  to  take  the  cotton  crop,  spar- 
ing his  own,  in  order  that  prices  for  his  product  might  be 
high.  Tbe  doctor  of  medicine  may  wish  for  hb  neighbors 
to  be  sick  and  for  hb  competitors  to  fail  tn  order  that  his 
practice  may  be  increased.  But  if  the  neighbors  are  sick 
their  production  is  cut  short  and  little  is  left]  with  which 
to  pay  the  doctor.  Or  if  his  competitors  fail  others  will 
qjring  up  to  take  their  places.  Despite  these  counteract- 
ing arguments  it  often  happens  that  one  is  interested,  and 
with  good  reason,  in  the  failure  of  other  producers  within 
his  own  p&rticular  field  of  employment. 

There  is  no  exception  to  the  principle  that  it  is  to  one's 
sdf-interest  that  his  neighbors  in  other  fields  of  employ- 
ment succeed.  Tbe  carpenter  reasons  that  if  his  neighbor 
is  favored  with  a  large  crop,  grain  will  be  abundant  and 
cheap.  His  wages  will  go  further  when  the  production  of 
*  Fairbuiks's  Inuwiucliwi  ta  Sociology,  New  York,  1905,  p.  37a 
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food,  clothing,  and  necessities  are  so  abundant  as  to  cause 
bw  prices.  The  real  fact  of  exchange  is  obscured  by  the 
use  of  money.  Money  is  but  a  medium  of  eichange;  the 
real  exchange  consists  of  a  transfer  of  goods  or  services  for 
other  goods  or  services.  We  produce  for  the  market  and 
largely  buy  what  we  consume  from  the  market.  Every 
commodity  produced  is  a  demand  for  another  commodity. 
It  is  to  one's  self-interest  to  have  large  purchasing  power. 
Large  purchasing  power  consists  both  in  large  production 
for  one's  self,  thereby  augmenting  one's  command  over 
the  products  of  othere,  and  in  a  Large  production  on  the 
part  of  others  in  order  that  the  market  prices  which  be 
pays  will  be  low. 

14.  Ecoaomic  CUssw.— In  a  highly  organized  competi- 
tive society  there  an  different  classes  to  perform  the  differ- 
ent economic  functions  of  such  a  sodct}*.  We  ordinarily 
distinguish  three  classes:  Laborers,  capitalists,  and  tntre- 
fnmeurs.  In  a  simpler  state  of  society  where  man  pro- 
vided bb  own  food,  wore  dotbes  wavca  and  made  at  booie, 
built  his  own  home  and  fashioned  the  tools  be  used,  the 
me&ns  of  production  were  simple  and  owned,  for  the  most 
part,  by  the  Uborer.  This  coDditkn prevailed  pcior  to  the 
Industrial  Re%-oIution.  and  there  was  no  sharp  distinction 
«s  beCircea  laborers  and  capitalLsts^  But  with  the  intro- 
.dnctioQ  of  Urge  ouchioeo-  loo  expensive  to  be  owned  by 
voritmeii,  separate  daaacs  arose.  Tbe  ooe  bought  ma- 
chines, cotBtiuctod  plants,  and  dnaoced  conccnis  while 
the  oOm  wocked  Ioe  a  wa^e.  Afain,  we  nnd  those  who 
owniwMnriMWtiBaopqritfcMitouscitthemsdveh.    A 
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tlie  word.  Now.  if  the  owner  of  wealth  (the  capitalist)  be 
iocapadtaLed  to  employ  his  means,  and  if  the  laborer,  as 
such,  be  empty- liancled,  what  becomes  of  production? 
Labor  alone  or  wealtli  alone  can  produce  nothing.  A 
third  party,  the  entrepreneur,  is  necessary.  And  who  is 
Ibe  entreprenettr?  He  is  the  man  who  places  labor  and 
wealth  in  productive  combination.  The  function  of  the 
entreprctuttr  is  to  plan  a  business,  to  borrow  the  wealth, 
hire  the  labor,  and  co-ordinate  these  into  a  going  concern. 
The  entrepreneur  undergoes  the  rcsponsibihty,  bears  the 
risk,  and  suffers  the  loss  or  takes  the  net  gain,  as  the  case 
may  be. 

These  three  functions— performed  by  labor,  capital,  en- 
terprise— are  distinct,  although  the  same  man  may  per- 
form two  or  all  three  of  them.  The  same  man  may  at  the 
same  time  bold  the  offices  of  trustee  of  a  school,  cotmty 
sheriff,  and  presidency  of  his  secret  order.  These  functions 
are  different,  although  cared  for  by  the  same  man.  LAbor, 
capital,  and  enterprise  hold  distinct  functions  and  people 
are  roughly  classified  with  respect  to  them.  The  next 
institutian  within  the  present  economic  order  to  be  dis- 
cusGed  b  the  contract. 

3o.  Contracts. — To-day  business  is  complex  and  world- 
wide  in  its  scope.  Our  producers  are  constructing  large 
plants,  investing  enormous  sums  of  wealth,  employing  large 
forces  of  labor,  and  making  agreements  months  or  even 
year*  ahead  for  the  fuI611ing  of  future  contracts  and  (<» 
supplies  of  raw  materials.  They  are  producing  for  distant 
as  well  as  for  domestic  markets.  Our  importers  are  con- 
tracting with  oriental  countries  long  in  advance  for  the 
future  delivery  of  laces,  silks,  and  tapestries.  Railroads 
are  contracting  ahead  with  the  steel  corporation  for  the 
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future  delivery  of  rails,  which  as  yet  are  not  in  exislcnce. 
Industries  lire  forced  to  depend  upon  each  other.  This  is 
an  age  of  credit.  The  larger  portion  of  business  Is  done 
on  a  credit  basis.  Credit  is  an  implied  or  an  expressed 
contract  to  pay  in  the  future.  Were  men  not  free  to  make 
contracts  or  could  these  contracts  be  broken  with  im- 
punity, our  industrial  structure  could  not  exist  for  a  fort- 
night 

ai.  The  Automatic  R«culatioa  of  Industry.— The  pri- 
mary chftracteristic  of  our  economic  order  is  the  inter- 
dependence of  men  in  society.  We  are,  in  reality,  orga- 
nized on  the  basis  of  co-operation.  There  b  a  grand  ad- 
justment of  man  to  man,  of  industry*  to  industry,  which  Is 
maintained  automatically  by  means  of  exchan^ng  in  the 
market.  The  oj>mplcx  of  industries  (mining,  fanning, 
manufacturing,  tnusportatioD,  etc.)  are  adjusted  to  eadi 
otbo',  as  are  the  tiny  parts  of  ddicate  machinery,  and  this 
«djitftaMiit  is  maintained  by  a  price  rfgime-  If  too  many 
ntee  Mid  tad  too  few  work  in  the  textik  trade,  coal  wfll 
be  abundaat  aad  cheap,  textiles  scarce  and  dear.  Labor 
and  wealth  wiH  rroetx'c  small  rvtunis  ia  the  one  and  large 
rctunts  in  the  other.  A  shift  of  prodocthT  eneigy  wiD 
doMly  \At  pkftce  frum  the  kss  to  tlie  aoce  i«— amative 
rm[^k^>-T^eot.  Tbe  result  of  this  ddh  will  be  that  kss 
coal  ii  mined,  it*  pcke  iHi  be  feasber.  aad  tbe  reCnms  to 
hibw  tad  capital  tacfetaid.  l%e  levene  oC  these  raove- 
aoMi  vfll  bt  Ml  ia  Utt  lextik  tnde.  And  the  resah  of 
these  novtCKnts  «91  be  aa  cqaiSbnaM.  IW  sdf-mtcnst 
ef  va^  and  ■■  to  srcvre  tbe  hayrs^  rctsas  90  apetalcs, 
ttwMqiii  qwtaa—  jn  <fcc  maiic;.  as  to  trsd  always  to 
^^■^^^H|^■liBt  o^^Klitive  Older. 
T  ^^^^^^^^fciia  1 1  i  iti  iiiAiiiil  the 
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whole  field  of  industry.  It  is  the  language  of  ignorance 
which  says  that  wc  arc  living  in  a  chaotic  and  unregulated 
economic  order. 

32.  Exercises. — i.  Does  an  economic  law  state  a  com- 
mand or  does  it  state  merely  an  observed  relation  ?  Can 
it  state  both  of  Uiese?  Are  economic  laws  subject  to 
excepUoos.  Is  it  correct  to  say  that  "the  numerous  ex- 
ceptions to  the  law  of  wajces  make  it  impo^ble  to  predict 
the  outcome"?  Can  we  "violate"  a  law  of  chemistry  or 
an  economic  law  ? 

3.  Can  one  properly  use  the  words  theory  and  law  inter- 
changeably? One  frequently  encounters  these  eiqiressions, 
"the  theory  of  wages"  and  "the  law  of  wages."  Do  they 
have  the  same  meaning  ? 

3-  Define  private  property.  Are  all  of  the  following  ex- 
amples of  private  property;  one's  hat,  the  Lincoln  High- 
way, the  Chesapeake  and  Ohio  Railroad,  a  jitney  bus? 
Nanw  four  things  which  may  be  either  public  or  private 
property. 

4.  What  is  the  coimection  between  paragraphs  6  and  7 
ia  this  chapter? 

5.  State  the  causal  sequence  existing  between  the  follow- 
ing: industrial  dcvdopmcnl.  growth  nf  cities,  extension  of 
tran^wrtation,  trade  between  locaUiies,  the  geographic 
division  of  labor. 

6.  Could  there  be  laj-ge-scale  production  without  exten- 
ave  transportation  ? 

7.  Wlmt  is  a  technical  division  of  labor?  and  what 
coDditions  make  it  possible? 

8.  "AU  other  organs,  therefore,  jointly  and  individually, 
compete  for  blood  with  each  organ,  so  that,  though  the 
welfare  of  each  is  indirectly  bound  up  nith  that  of  the  rest, 
yet,  fiirectly,  each  is  antagonistic  to  the  rest."  "Evidently 
this  prooeSiS  (of  enlargement  of  an  industry  or  dcvclop- 
meal  of  a  diKtricl  whose  products  are  in  unu.sual  demand) 
in  each  social  organ,  as  in  each  individual  organ,  results 
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from  the  tendency  of  the  units  to  absorb  all  they  can  from 
the  common  stot^  of  materials  for  sustentation;  and  evi- 
dently the  resulting  competition,  not  between  units  simply, 
but  between  organs,  causes  in  a  society,  as  in  a  living  body, 
high  nutrition  and  growth  of  parts  called  into  greatest 
activity  by  the  requirements  of  the  rrat." 

Explain  the  doctrine  of  the  first  sentence  and  show  how 
it  applies  to  society.  What  light  is  here  thrown  on  com- 
petition as  a  mode  of  growth,  and  on  the  general  laws  of 
life  of  which  competition  is  one  phase?  (Quotation  taken 
from  Spencer's  Principles  of  Sociology,  by  Sumner.) 

9.  What  is  the  relationship  between  the  "doctrine  of 
self-interest"  and  competition? 

10.  Briefly  summarize  the  chief  institutions  in  the  pres- 
ent economic  order. 


CHAPTER  V 
THE  SXrejECT-MATTER  OF  ECONOMICS 

t.  TheRubjcct-raaUcrofecoaonitci.  i.  Productive  capacity  uidcurretit 
I  MflfiliK.  J .  Destmctioa  often  &  ml  KaiD.  4  The  diMcminiitiiin  of  eiliira* 
;.  Social  w«slth.  6.  Wealth  fonnerlydefiiicdas  npaciiy.  7.  Wealth 
Bot  a  comparative  concept,  ft.  Private  wealth  and  publk  wealth,  g.  Per 
cafvta  wealth  aad  BstiQual  wealth.  10.  In<:te>»ing  o^grcftate  wealth  aad 
(EaniddaB  per  ofiila  wealth.  11.  View-puinla  in  autocratic  and  dcmo- 
tstdc  awntties.  11.  Wealth  and  property,  tjt.  Capital  and  wealth. 
t«.  The  jooaey  ciprcnion  o(  «'callh.  15.  Economics.  i&.  Economic  lawi 
and  aocial  butitutionf.  17-  The  goat  o[  public  |>ulic}'.  itt.  Changes  in 
iTWiwkii  ig.  EcoiMMBica  tad  political  rcfonns.  lo.  Economia  and 
bafaot.    II.  Kxerciws. 

1.  The  Subject-Matter  of  Economics.— The  problems 
which  coDcem  the  economist  have  their  origin  in  man's 
stntg^  for  the  oecessitia,  comforts,  and  conveniences  of 
Efe.  To  gratify  these  desires  is  the  motive  of  all  the  ceo- 
BOfnic  activities  of  man.  Whether  in  the  sweat-shop  or 
in  the  counting-house,  human  endeavor  is  guided  by  the 
one  motive  of  gratif>-ing  desires.  Necessities  and  con- 
veniences, such  as  food,  clothing,  and  luxuries  which 
directly  gratify  desires,  arc  termed  current  supplies.  Life 
depends  on  current  supplies,  yet,  without  3  constant  source 
of  replenishment,  the  present  amount  of  these  would  be 
exhausted  within  a  few  months.  This  constant  source  of 
replenishment — which  we  shall  term  productive  capacity — 
is  the  basis  of  the  science  of  economics.  Its  paramount 
Bgnificance  demands  for  it  thorough  comprehension. 

Productive  capodty  is  conditioned  by  natural  resources, 
[Ud  the  industrial  arts,  together  with  the  enterprise  and 
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knowledge  which  utilize  thcra.    Productive  capacity,  re-. 
suiting,  as  it  docs,  from  the  co-operation  of  man  wit 
nature,  is  the  source  from  which  necessities,  comforts,  anii 
conveniences  flow  to  gratify  desires.    In  our  study  of  pro-^ 
ductivc  capacity  wc  must  realize  that  any  one  factor  by 
itself  is  meagrely  productive.    Brick  and  mortar  canno^H 
build  a  wall,  nor  can  the  plough  turn  a  furrow  without  the 
co-operaiion  of  labor.    Productive  capacity  necessitates 
combination  of  agents,  and  the  better  the  apportionmc 
of  these  agents,  the  more  effective  is  the  combinalioi 
The  functioning  of  this  productive  capacity  and  the  dis-' 
tribution  of  its  j'ield  among  consumers  constitute  the  sub-^ 
ject-matter  of  economics. 

2.  Productive  Capacity  and  Current  Supplies. — ^The  dis- 
tinction between  productive  capacity  and  current  supplies 
is  frequently  exemplified  in  cases  of  recovery  after  loss. 
The  commonest  cases  of  loss  or  destruction  are  in  conne^^B 
tion  with  current  supplies.    Our  productive  capacity  Jn 
the  form  of  climate,  lands,  harbors,  and  the  fund  of  knowl- 
edge accumulated  and  passed  on  to  us  from  former  gener- 
ations, is  little  impaired  by  the  devastating  effects  of  fires, 
floods,  earthquakes,  and  wars.    These  agencies  of  destruc- 
tion, however,  may  play  havoc  with  such  current  supplies 
as  sh^,  homes,  live  stock,  and  crops,  but  full  restoration 
is  soon  accomplished.    Soon  after  the  earthquake  and  fire 
San  Francisco  had  advanced  to  a  state  of  unprecedented 
excellence.    After  the  Chicago  and  Baltimore  fires  the 
cities  were  not  only  quickly  rebuilt  but  were  noticeably 
improved.    Narrow,  crooked  streets  and  dilapidated  build- 
ings were  supplanted  by  broad  pavements  and  permanent 
structures  of  brick  and  stone.    Such  experiences  give  us 
the  expression,  "It  takes  a  fire  to  make  a  city."     Floods 
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devastate  the  valleys  of  the  Ohio  and  the  Mississippi, 
but  after  a  brief  interval  the  damages  are  fully  repaired. 
The  direct  losses  of  our  Civil  War  were  beyond  comprehen- 
sion, yei  within  a  few  years  we  were  more  prosperous  than. 
ever.  Merely  temporary  impoverishment  is  occasioned  by 
%  the  destruction  of  current  supplies,  if  only  the  source  of 
such  supplies  remains  intact-  When  there  is  no  dread  of 
recurring  calamity  to  paralyze  incentive,  and  when  natural 
resources,  together  with  knowledge  and  sdentific  equip- 
ment, remain  undiminished,  there  is  a  rapid  reproduction 
of  current  supplies.  They  differ  from  productive  capacity 
as  the  apple  diflers  from  the  tree,  or  the  crop  from  the 
brm.  The  latter  is  the  source;  the  former  is  the  usufruct. 
3.  Destruetioa  Often  a  Real  Gain. — An  enemy  may  lay 
waste  a  country  by  fire  and  sword;  he  may  carry  off  mova- 
ble wealth,  trample  crops,  bum  factories  and  homes,  yet 
there  is  no  essential  difference  between  these  wastes  and 
the  wastes  in  time  of  peace.  It  is  no  more  wasteful 
to  burn  a  bridge,  than  not  to  utilize  the  agendes  to 
build  it. 

These  periods  of  destruction,  moreover,  often  teach  valu- 
able lessons  of  construction.    The  Civil  War  taught  us  to 
coDcentrate  the  efforts  of  a  multitude  of  men.    Under  tre- 
mendous necessity  we  were  forced  to  produce  munitions, 
food,  and  naval  supplies  on  an  unprecedented  scale.    In 
peaceful  times  the  hampering  effect  of  customs,  class  spirit, 
tod  industrial  evils  tends  to  deepen  rather  than  to  vankb. 
The  breakdown  of  these  is  a  wholesome  effect  of  war.    The 
Weakening  of  special  privilege  and  the  Uberation  of  new 
ideas  prepare  the  way  for  a  new  dynamic  progress.     For 
iutaace,  our  Civil  War  gave  impulse  to  the  invention  and 
we  (A  labor-saving  machinery.     "From  4,363  patents  in 
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i860 — the  high-water  mark  up  to  that  time — the  number 
rapidly  grew  to  8,874  in  1866.  In  1869  the  number  of 
patents  issued  reached  12,957." 

That  which  appears  most  destructive  often  embodies  the 
elements  of  greatest  progression.  The  lessons  of  war  are 
the  lessons  of  enforced  saving,  of  austere  living,  of  large 
organization  and  operation,  of  Urge  production  where 
greatest  efficiency  is  enforced  by  military  and  financial 
necessity.  Wb«i  applied  to  the  industries  of  peace  these 
lessons  had  the  effect  of  an  economic  new  birth.  In  the 
South  A  new  growth  took  place  after  the  war  that  would 
have  been  impossible  in  a  land  of  slaves,  poor  whites,  and 
contented  plantation-owners.  Thus  it  is  seen  that  produc-  M 
tive  capacity  may  be  increased  fully  as  well  by  the  more 
effective  utilization  of  old  forces  as  by  the  harnessing  of 
new.  ■ 

4.  The  dissemination  of  education  increases  productive 
capacity.    Ignorant  tribes  perish  where  natural  resources 
are  richest.    There  is  evidence  that  Indian  tribes  wasted 
away  in  the  fertile  \'aUe>*s  of  the  Missouri  and  Mississippi  J 
Rivers.    The  gains  of  cixnli^ation  are  measured  not  by 
things  produced  but  b>-  the  kuowlnige  of  how  to  produce 
tbem.    As  our  fund  of  knowledge  increases,  our  control 
over  nature  becomes  more  effecti\'e.    Through  education, 
this  knowledge  and  the  means  of  applying  it  become  com-  _ 
mon  pn^rty.    The  productive  capacity  erf  the  country  is  f 
increased  by  the  dbsemination  of  knowledge  prcdscly  as 
thouf  h  the  sc^  were  made  more  fertile  or  the  mines  richer. 
Sdewx.  {nuMgM^j^yiaQ,  industrial  ot^^iiUation.  de- 
I  ^^^^^^^H|bK«  bankio^  ^aoUctes,  stcad- 
l\  ^^^^^^rap«3ty.     l'^  ^\i\i  process  ol 
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be  replaced  by  the  newer  and  more  effideat;  but  produc- 
tive capacity  is  increased. 

5.  Social  wealth  includes  productive  capacity  and  cur- 
rent suppUes.  It  fci  the  direct  and  indirect  means  of  grat- 
ifying our  desires  for  the  necessities,  comforts,  and  luxuries 
of  life.  We  cannot  define  sodal  wealth  by  an  enumeration. 
Wc  no  more  define  social  wealth  by  enunicratinR  the  things 
which  compose  it  than  wc  define  the  word  house  by  mak- 
1  uDg  a  tabulation  of  brick,  stone,  nails,  and  cement.  We 
may  say,  in  truth,  that  wealth  embodies  usable  natural 
resources,  such  as  land,  harbors,  and  mincrak;  the  knowl- 
edge of  science  and  organization;  fadhtating  agencies,  as 
money  and  technological  equipment,  and  all  consumable 
goods.  But  we  cannot  get  a  full  concept  of  wealth  by 
enumerating  the  things  which  combine  to  make  wealth. 
A  battalion  is  stronger  in  battle  as  a  unit  than  as  many 
men  acting  as  individuals,  and  a  battalion  under  a  good 
commander  is  more  cflcctivc  than  one  under  a  poor  com- 
mander. A  thousand  men  in  a  well-ordered  factory,  where 
there  is  a  minute  division  of  labor,  arc  far  more  productive 
than  the  same  thousand  men  acting  as  individual  units. 
There  is  no  greater  element  in  productive  capadty  than  the 
power  of  organization.  You  cannot  determine  the  pro- 
ductive capadty  of  a  factory  by  an  enumeration  of  engines, 
tools,  buBdings,  land,  raw  materials,  and  the  like.  The 
physical  equipment  of  two  railroads  may  be  precisely  the 
ttme — in  rails,  ties,  rolling-slocks,  stations,  etc.,  yet  they 
aiay  have  vastly  different  capadlies.  This  might  be  due 
to  unlikcQCss  in  management,  or  to  unlike  situations  with 
napect  to  other  industries  which  railroads  serve.  There 
b  00  definite  measure  of  sodal  wealth.  And  there  is  no 
practical  need  of  such  measure.    President  Hadley  is  suf- 
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fidently  correct:  "The  nation's  wcalUi  is  to  be  found  in  the 
enjoyments  of  its  members."  ' 

1  Natural  Resources 
Scientific  Knowkdfe 
OrganLzaltOR 


Social  Wealtb 


FacOitaliag  Weallb 


Consumable  Wealth 


(Toob 
I  Credit 


Food 

Shelter 
Conveniences 


While  this  classiScaiion  involves  some  overlapping 
serves  to  make  clear  the  concept  of  social  wealth. 

6.  Many  writers  of  a  centnry  ago  Limited  wealth  almost 
vhoUy  to  capacity.  Lord  Lauderdale  (an  English  econ- 
omist of  the  last  century)  furnished  us  with  the  note* 
worthy  ejiample  of  a  privately  owned  supply  of  water. 
Water  was  so  scarce  aod  so  valuable  that  a  good  well  was 
a  private  fortune.  Improvements  were  made  which  fur- 
nishcd  such  a  supply  of  good  water  as  to  make  the  jm- 
vately  owned  well  valueless.  There  the  creation  of  soctal 
wealth  was  the  destruction  of  private  wealth.  The  Amer- 
ican economists — Daniel  Raymond,  A.  H.  Everett,  Wl- 
lard  Phillips  and  less  noteworthy  writers  of  a  century  ago 
— defined  wealth  as  "national  capacity."  They  would 
not  limit  wealth  to  objects  of  private  property  which  a 
bought,  sold,  Oiid  exchanged.  They  taught  that  national 
Iproductivr  cnpiicity  (wcallhl  must  include  the  free  as  well 
Lb-h  the  slave,  a  ^ulubrious  atmasphcrc,  and  a  navigable 
rivet  urithout  iruil  with  tolls.    Thty 

'       i  Lauderdale  aad 
■  -  ^houW  hesxaae 


x.-n  ol  it  *"Ould 
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be  richer,  but  society  as  a  whole  would  be  poorer.  Th^ 
would  have  argued  that  a  deeper  channel  for  the  Mississippi 
River  would  be  as  truly  an  object  of  wealth  as  is  an  arti- 
ficial levee  costing  many  millions  of  dollars.  They  would 
have  argued  that  had  Providence  constructed  a  broad- 
flowing  and  navigable  river  from  Colon  to  Panama  it  would 
have  been  an  object  of  wealth  as  truly  as  is  a  man-made 
canal  costing  upwards  of  three  hundred  and  &fty  millions. 

Economic  writings  fall  largely  into  two  groups:  One 
emphasizes  social  wealth  in  the  broad  sense  of  productive 
capadty;  the  other  emphasizes  wealth  in  the  restricted 
sen3C  of  things  owned-  The  early  American  economists 
emphasized  the  former,  while  the  majority  of  recent  Ameri- 
can economists  emphasize  the  latter.  The  present  woric 
recognizes  the  twofold  a.spect  of  wealth.  Neither  aspect 
inust  be  overlooked,  nor  must  they  be  confusofl. 

7.  Wealth  Not  a  Comparative  Concept.  Another  mis- 
conception to  be  avoided  is  to  consider  wealth  as  a  com- 
parative term.  The  word  wtalih  is  derived  from  the  word 
■*«/  (from  the  same  root  as  ictil),  which  means  a  prosper- 
ws  state  of  being.  Later  usage  caused  wealth  to  be  ap)- 
pbed  to  the  things  which  pnxiuce  a  [mjsperous  state.  In 
this  sense  it  was  used  comparatively  lo  indicate  "that 
^ndnnce  of  worldly  estate  which  exceeds  the  estate  of 
j~*Breatcr  part  of  ihe  community."  We  now  use  tliead- 
r*   ^^  '^A  in  this  sense.    It  is  pro|>er  to  use  ttic  word  rkk 

*  "^oof)  para  live  sense;  it  is  proper  to  say  that  tlie  rich 

7*°,  ^*®  niore  ireaJih  than  others  or  that  he  has  more  pur- 

'tak*^  P^W'er  than  others.    The  word  ricJi  may  refer  either 

*  '*'*®*ssfon  of  wealth  or  to  the  possession  of  value. 

^^^t  fj^i  be  used  in  this  comparative  sense.    The 

•"^/J/jj^nt  of  the  cobbler  and  the  plant  of  the 
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Bethlehem  Steel  Company  arc  alike  wealth.  It  would  be 
a  gross  error  to  say  that  a  thing  is  not  wealth  because  it 
does  "not  malse  any  one  rich  in  this  comparative  sense.'* 
Public  highways,  parks,  schools,  and  a  salubrious  climate 
benefit  al!  alike,  but  they  are  nevertheless  wealth. 

S.  Private  Wealth  and  Public  Wealth. — For  many  pur- 
poses we  sacrifice  strict  accuracy  and  speak  of  wealth  in 
the  terms  of  the  things  composing  it.  The  practice  of 
bu>'ing  and  selling  makes  it  necessary  to  think  of  wealth 
in.  terras  of  specific  things  and  units.  Common  usage 
gives  us  the  notion  of  private  wealthy  by  which  is  meant 
the  things  owned  by  individuals.  Private  wealth  Includes 
such  things  as  houses,  land,  live  stock,  necessities,  and 
comforts  of  all  kinds.  Further,  private  wealth  includes 
those  things  owned  by  a  corporation  (legal  person),  such  as 
railroads,  water-works,  factorj'- buildings,  and  machinery. 

Public  weailhj  like  private  wealth,  refers  to  the  appro- 
priated things.  It  is  a  broader  term  than  private  wealth, 
including  everything  that  is  owned  by  private  persons  and 
by  governments.  It  includes  public  buildings,  parks,  high- 
ways, public  schools,  state  universities.  The  terra  as  com- 
monly used  does  not  include  free  goods,  such  as  climate  or 
large  bodies  of  water. 

Social  wealth  embodies  both  public  and  private  wealth. 
This  may  be  indicated  as  follows: 


I 
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In  the  following  pages  the  word  wealth,  when  used  with- 
out a  modifying  term,  will  signiiy  social  wealth. 
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9.  Per  CapiU  Wealth  and  National  Wealth.— Per  capita 
wealth  means  the  average  wealth  of  the  citizens  of  a  na- 
tion. National  wealth  is  so  used  as  to  mean  the  af^f^regate 
of  the  wealth  in  a  nation.  A  nation  may  Xm  comparatively 
wealthy  and  its  per  capita  wealth  small.  Conversely,  a 
nation  may  be  poor  and  its  per  capita  wealth  targe.  In 
the  former  case  the  aggregate  wealth  would  be  divided 
among  a  large  population,  while  In  the  latter  case  the 
aggregate  wealth  would  be  divided  among  a  small  popula- 
tioa.  Aggregate  wealth  remaining  the  same,  per  capita 
wealth  decreases  as  the  pojjulation  increa»;s,  or  it  increases 
as  the  population  decreases. 

10.  Increasing  Aggregate  Wealth  and  Diminishing  per 
C^ta  Wealth-^We  have  seen  that  it  takes  a  combination 
of  diflerent  agents  to  produce  a  commodity;  seed-corn, 
land,  labor,  and  tools  must  work  together  to  produce  a 
liushet  of  com.  Productive  capacity  is  increased  by  a 
better  apportionment  of  these  factors.  Prior  to  our  Civil 
War  we  had  a  small  pojiulation  in  comparison  with  our 
land  and  natural  resource:*.  Kvery  increase  in  population 
was  a  blessing  collectively  and  individuiilly,  because  It 
made  possible  greater  individual  earnings.  After  a  proper 
adjustment  between  the  population  and  resources  is 
reached,  a  further  increase  of  population  tends  to  in- 
CFcase  aggregate  wealth  and  to  diminish  per  capita 
wealth. 

11.  ^^w-Points  in  Autocratic  and  Democratic  Countries. 
— In  a  democracy,  where  the  jKoplc  control.  Individual 
welfare  and  i>er  capita  wealth  arc  emphasized.  In  an 
autocracy,  where  a  potentate  controls,  national  strength 
and  national  wealth  are  emphasized.  In  an  autocracy 
eoooomic  interest  would  centre  in  Uicories  of  prosperity 
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or  in  problems  of  produclion,  while  in  a  democracy  the 
prevailing  emphasis  falls  on  the  problem  of  distribution. 
Tbc  one  would  say:  "We  must  produce  before  we  distrib- 
ute; there  must  be  something  to  divide  before  we  proceed 
to  a  diWsion;  produce  in  abundance  and  distributioa  wiU 
automatically  take  care  of  itself."  The  other  would  say: 
"The  greatest  incentive  to  produce  is  found  where  there  is 
a  proper  distribution;  great  production  without  adequate 
distribution  would  mean  the  wealth  of  a  few  and  the  misery 
of  a  multitude;  wisely  distribute,  and  adequate  production 
will  be  properly  fostered  and  directed." 

The  above  statements  sho^s■  that  for  the  sake  of  clear- 
nes:i  the  word  wealth  should  always  be  moditicd  by  one 
of  the  following:  Per  capita,  national,  public,  private, 
social. 

12.  Wealth  and  Property. — It  is  necessary  at  this  point 
to  distinguish  between  property  and  wealth.  The  neglect 
of  this  distinction  has  caui^ed  great  confu^on,  especially 
in  problems  of  taxation  and  in  statistical  tabulations  of 
our  national  wealth.  Property  is  a  legal  concept;  it  is  a 
title  to  wealth.  A  house  is  an  object  of  wealth;  the  title 
to  a  house  is  property.  A  railroad  is  wealth;  there  may 
be  a  thousand  property  rights  to  this  one  piece  of  wealth. 
Wealth  remains  the  same  whether  property  rights  are  in- 
creased, decreased,  or  destroyed.  Should  the  state  take 
away  the  title  of  indlWdualt  to  land,  our  land  wealth 
would  remain  the  same.  Property,  and  not  wealth,  was 
LTeated  when  Ru.ssiun  jieasants  were  made  subject  to  pur- 
chase and  sale. 

We  must  not  speak  of  legal  instruments — deeds,  fran- 
chises, stock -certificates,  mortgages,  and  other  evidences 
of  ownership  -  -as  wealth.    If  we  speak  of  a  farm  as  wealth 
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and  also  speak  of  the  title  to  il  as  wealth,  wc  arc  counting 
twice.  If  the  city  imposes  a  tax  on  a  &trcct-railway  and 
in  additloD  imposes  a  tax  on  the  stock  or  ownership  of  the 
railway  it  is  double  taxation. 

InventioDS,  discoveries,  and  new  sdcntiQc  methods  have 
made  additions  to  wealth  wholly  out  of  proportion  to  the 
gains  of  individuals  in  the  form  of  property.  The  effect  of 
improvements  is  to  enable  a  given  amount  of  goods  to  be 
produced  at  a  lower  cost,  or  to  enable  more  goods  to  be 
produced  at  a  given  cost.  Should  an  improvement  enable 
a  business  to  double  its  output  without  additional  cost  the 
communily  would  enjoy  greater  abundance  and  lower 
prices.  If  an  improvement  should  duubic  the  supply  of 
steel  and  cut  the  price  in  two,  there  would  be  no  percepti- 
ble increase  in  property  of  steel-owners,  but  a  great  addi- 
tion to  wealth. 

Property  enables  individuals  to  live  from  the  products 
of  others.  Current  supplies  are  perishable,  therefore  each 
season  must  yield  its  crop  if  society  be  spared  from  want. 
Sodety  must  continually  produce  thrae  necessities.  What 
b  true  of  sodety  in  this  regard  is  not  true  of  the  individual. 
The  individual  may  have  property  in  permanent  assets, 
and,  as  necessity  arises,  e.xchange  these  for  current  neces- 
sities. Private  ownership  or  property  enables  the  indi- 
vidual to  depend  on  others.  Thus  private  property 
makes  possible  a  leisure  class  (called  "idle  rich"  and  "pai- 
asiies"). 

ij.  Capital  and  Wealth.— Wealth  consists,  as  we  have 
seen,  of  productive  capacity  and  of  the  incomes  which  pro- 
vide the  necessities,  comforts,  and  conveniences  of  life. 
Capital,  on  the  contrary,  is  acquiative  in  nature.  One's 
capital  expresses  his  purchasing  power  with  respect  to  the 
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In  treating  of  the  acquisitiun  and  utilization  of  wealth 
economics  must  study  nefarious  practices,  by  which  un- 
scrupulous individuals  acquire  wealth.  It  must  include  a 
consideration  of  such  predatory  agencies  as  the  out£t  of 
the  robber  or  the  rouJelte-wheel  of  the  gamester.  Eco- 
Domics  also  studies  the  most  noble  and  edifying  activities 
of  men  so  far  as  these  are  related  to  the  productiori,  main- 
tenance, and  utilization  of  wealth.  This  science  inquires 
into  the  cause  and  effect  of  different  kinds  of  wealth  and  of 
different  lines  of  business.  It  serves  to  work  into  the  un- 
derstanding of  men  a  body  of  sound  principles  from  which 
may  be  deduced  practical  rules  and  precepts  for  the  safe 
guidance  of  human  conduct  to  the  end  of  social  and  indi- 
vidual well-being. 

At  the  expense  of  repetition,  let  It  be  added  that  econom- 
ics is  a  human  science,  and  it  is  broad  enough  to  include 
all  the  wealth-getting  and  wealth-using  activities  of  maa 
in  whatever  slate  of  organization  he  may  be  found.  The 
student  must  be  on  his  guard  once  for  all  against  such  defi- 
nitions of  this  science  as  would  artificially  narrow  the 
thought  to  money  price  transactions.  Bu>'ing  and  selling,  ^ 
and  legal  or  contractual  obligations  which  are  effected  by  ( 
the  use  of  money  (price  transactions)  form  an  essential 
part  but  not  the  whole  of  economics.  ^A 

it.  Economic  Laws  and  Social  Institutions. — VVe  must  ^^ 
distinguish  natural  economic  laws  from  man-made  insti- 
tutions. Scientific  principles  may  determine  legislation, 
but  legialatioQ  cannot  determine  scientific  principles.  In- 
stitutions arc  man-made ;  they  may  be  created,  moditted,  or 
destroyed  by  a  majority  vote.  Institutions  may  be  formed 
in  accord  with  economic  principles  that  promote  weU- 
being,  and  as  such  serve  to  the  greatest  sodai 


TU  Suifjed- Matter  of  Economics  89 


other  hand,  they  ma.y  be  in  accoitl  witli  economic  laws 
and  work  positive  fuirm.  A  law  only  states  wliat  will  hap- 
pen under  certain  conditions;  it  is  not  a  part  of  the  law  to 
state  whether  the  consequence  will  !«•  gocKl  or  bad.  The 
competitive  system,  which  embodies  private  properly  and 
exchange,  is  an  institution.  The  majority  think  that  it  is 
based  on  such  economic  principles  as  will  direct  the  work- 
ings of  this  institution  to  the  end  of  the  greatest  good;  the 
mioon'ty  think  differently.  Who  is  right?  To  answer 
this  involves  an  economic  problem  which  calls  for  a  clear 
conception  of  the  nature  and  workings  of  economic  laws. 
The  answer  to  this  question  requires  investigation  into 
social  history  and  an  analysis  of  social  experience  in  order 
that  we  may  learn  the  truth  regarding  the  laws  upon  which 
the  competitive  system  is  based.  To  define  economic  laws 
in  terms  of  the  competitive  system  is  to  beg  the  question. 
Or  to  dc&QC  economics  as  the  science  of  wealth,  and  then 
define  wealth  in  terms  of  the  com)>etilivc  system  is  in  the 
be^ning  to  beg  the  question.  Such  a  procedure  prepares 
ihe  way  not  for  a  study  of  economic  laws  but  for  a  mere 
elaboration  on  the  competitive  system. 

17*  The  goal  of  public  policy  is  human  welfare.  The 
word  policy  implies  the  recognition  of  some  end  to  be 
accomplished  and  the  definite  shaping  of  our  course  toward 
that  end.  The  old  truism,  "We  can  command  laws  only 
by  obeying  them,"  teaches  us  that  we  must  shape  our 
course  in  strict  olwdience  to  economic  laws  if  we  attain 
«*  goal  of  our  economic  policy.  We  must  comprehend 
Iw  before  wc  can  shape  our  course  in  obedience  to  law; 
»fc  shaping  of  a  course  takes  the  form  of  an  institution, 
study  of  economic  law  is  antecedent  to  a 
the  merits  of  institutions. 
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The  statefiman  acquainted  with  the  prindplcs  of  eoo- 
nomtcs  knows  that  one  slate  does  not  succeed  by  impov- 
erishing another.    They  are  not  economists  who  wish  to 
extend  American  trade  by  limiling  or  crippling  the  trade 
ol  England.    To-day  every  industry  is  producing  for  the 
market.    Every  good  so  produced  is  from  the  moment  of 
its  existence  a  demand  for  another  product.    Cripjrfe  a 
nation  or  an  industry  and  you  limit  the  market  for  your  ^ 
product.     If  only  for  selfish  reasons,  we  should   as^st  f 
other  states  or  nations,  and  if  our  legislators  were  better 
trained  in  economic  principles,  such  unwise  methods  of  ^1 
competing  would  not  exist.  ^| 

In  addition,  the  moral  level  of  competition  is  usually 
get  by  the  competitor  of  lowest  standing.    The  manufac- 
turer who  pays  low  wages,  maintains  poor  conditions  and 
exacts  long  hours,  can  force  other  employers  to  the  same 
level  of  conduct.    His  lower  costs  would  enable  him  to  fl 
reduce  his  prices  and  take  the  market.    Other  manufac- 
turcrs  must  conform  to  his  low  standard,  or  the  state  must 
maintain  a  higher  one.    Statutes  dealing  with  conditions 
of  factories,  the  employment  of  women  and  children,  the 
maintenance  of  safety-ajipliances  arc  all  instances  of  laws 
attempting  to  overcome  the  evils  of  competition.     In  fact.       . 
legislation,  for  the  most  part,  ta  on  strictly  economic  sub-^^| 
jects,  such  as  the  tariff,  banking,  labor  troubles,  and  raeth-  ^i 
ods  of  competition.'    True  statesmanship  would  seek  to^ 

■  An  (numeration  of  ihc  csMntial  kws  of  the  last  pre-mf  adrabldnitlotij 
leRiJ«tnphaMJitotIibsUt«(nent.     The  chief  acts  pAMed  during  tliatadmie 
isUaUon  were: 

(a)   The  Fcilcnd  Recrvc  Law, 

(^)   The  Eight-Flour  I,aw. 

(<)    The  Rural  Credits  l,«w. 

(<n   The  ChlU  l.aboT  Iaw. 

((}    The  Workmen's  Coan^Bt  ion  Law. 
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thereby  enables  them  to  grasp  developing  opportunities.      n 
The  greatest  principle  in  economics  is  that  of  proportioD-  ^| 
ality — the  principle  of  the  adjustment  and  the  interaction       " 
of  mutually  dqjcndcnt  phenomena.    As  the  market  is  ex- 
tending and  businesses  are  concentrating  into  large  units, 
complex  and  far-reaching  problems  cannot  but  de\'el(^. 
The  solution  of  these  reqiiires  a  profound  knowledge  of 
economic  principles.    Some  of  the  most  notable  advertis- 
ing campaigns  in  recent  years  have  been  carried  tlirough 
on  strictly  economic  grounds.    Some  of  the  most  careftil 
students  of  economics  are  men  in  the  field  of  merchandising. 
So-called  middle-men  must  conform  their  conduct  to  the 
principles  of  economics.    Directors  of  large  businesses  and 
small  are  constantly  applying  these  principles  and  should 
understand  them. 

But  to  say  that  economics  is  important  for  the  business 
man  does  not  say  that  it  teaches  him  bow  to  become  rich. 
Some  of  the  most  ridiculous  economic  theories  are  adhered 
to  by  prominent  financiers.  These  men  are  masters  of 
detail  within  a  limited  field.  There  are  successful  men  in 
phases  of  banking  who  know  nothing  of  the  principles  of 
money  and  who  have  never  read  the  Federal  Reser\'e  Act. 
One  might  have  years  of  training  and  succe^ful  experience 
in  particular  phases  of  banking,  and  yet  be  as  incapable  as 
a  teamster  of  devising  a  monetary  policy  for  the  Philip- 
pines. But  as  the  economy  of  self-sufficiency  is  gi\Tng  ^ 
way  to  the  economy  of  interdependence,  even  the  specialist  ^| 
is  compelled  to  view  his  task  in  its  broader  economic  ^^ 
aspects.  A  treatise  on  economics  presents  principles  in 
their  relationship  to  each  other.  The  problems  of  the 
bu^ess  man  differ  with  respect  to  time  and  place;  with 
respect  to  changes  in  related  businesses;  with  respect  to 
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different  proportions  of  ingredients  in  the  diSerenC  prob- 
lems. The  business  man  finds  no  prescriptions  in  eco- 
oomics  for  each  case,  but  from  economics  he  learns  how  to 
trace  causes  to  their  effects  in  the  mutually  dependent 
phenomena  of  industry. 

ax.  Exercises. — i.  What  is  the  difference  between  cur- 
rent supplies  and  productive  capacity  ? 

2.  How  may  destruction  be  a  real  benefit  to  sodely? 
ate  three  examples  of  this. 

3.  Define:  social  wealth,  private  wealth,  public  wealth, 
per  capita  wealth. 

4.  Are  wealth  and  property  co-extensive  ?  Give  two 
examples  to  illustrate  your  answer. 

5.  Wealth  is  any  material  good  which  satisfies  a  desire 
of  man,  and  which  is  not  gratuitous.  It  is  used  as  a  col- 
lective term,  for  the  general  conception  of  such  goods,  and, 
when  it  describes  the  subject  or  aim  of  political  economy, 
it  carries  with  it  the  notion  of  abundance.  Criticise  and 
correct  this  definition.  Do  you  include  in  your  definition 
ibe  following;  Honesty,  he-allh,  skill,  "the  moral,  intellec- 
tual, and  physical  natures"  of  the  people,  a  patent  right, 
a  copyright,  a  hill  of  exchange,  the  voice  of  a  singer,  a 
good  harbor,  climate,  and  sunlight?    (Sumner.) 

6.  If  a  census  were  taken  of  the  wealth  of  the  country, 
ought  the  owners  of  land  to  return  it  at  its  market  value? 
Is  the  land  a  part  of  the  national  wealth?  Ought  the 
owners  of  government  bonds  to  include  them  in  the  return  ? 
If  tbey  did  so,  and  if  the  returns  were  added  up,  the  na- 
tional debt  would  be  counted  into  the  sum  of  the  national 
vrealth.    Would  that  be  right? 

If  A  sells  to  B  a  bale  of  cotton  for  $500  and  B  gives  a 
promissory  note  for  it,  ought  B  to  return  the  cotton  and 
A  the  note  ?  If  A  has  a  certificate  of  stock  in  a  railroad, 
ought  the  railroad  officers  to  return  the  railroad,  and 
mil^  A  to  return  the  stock?    (Sumner.) 

7.  Are  the  following  to  be  included  in  wealth:  (i)  the 
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original  powers  ol  the  laborer;  (a)  his  acquired  powers;  (3) 
the  original  properties  of  the  soil;  (4)  improvements  oa 
Und;  (5)  credit? 

8.  What  is  meant  by  the  terra  "econ<Mnic  policy"?' 
Wliat  bearing  tiiay  questions  of  economic  policy  have  oa  1 
tlic  institution  of  private  property? 

g.  Why  is  it  necessary  to  distinguish  between  economic 
laws  and  economic  conduct  ?  In  what  way  does  economics 
chan^? 

la  How  does  a  kno\vtetIf!:e  of  economics  assist  the  Icgis- 
Utor?  the  business  man  ? 

II.  Criticise:  "A  good  climate  Is  not  wealth  because  all 
are  equal  in  the  cnjo>'mont  of  it."  Docs  this  agree  with 
President's  Hadtcy's  statement.  *'Tbe  true  ba^  for  an 
estimate  of  a  nation's  wealth  ts  to  be  found  in  the 
enjo>-ments  of  its  members"?  (Economics,  p.  4.)  Does 
this  statement  conform  to  private,  public,  or  social 
wealth? 

\7.  rriticise:  F.  A.  Walker  said:  "The  Prodamaticn  of 
Emancipation,  in  the  United  States  and  Russia,  annihi- 
lated a  vist  mass,  of  wealth." 

Do  you  agrrc  with  David  Ricardo?    He  sjud:  "It  is: 
tlirougli  coofoumling  the  ideas  of  \-a}ue  and  wealth,  or 
riches,  that  it  has  bresi  asserted,  that  by  diminishing  the  1 
quantity  of  conunodities,  that  is  to  say,  of  the  necessities, ! 
convanknces.  and  enjoyments  of  human  life,  riches  may 
■wncnutu. 

tj.  We  asaxiate  efficieQcy  with  wealth  and  drunken- 
aess  with  pox-rrty.  Shotdd  we  ckasify  whiskey,  the  means 
of  drai^cnnRUL.  a.«  wraith? 

14.  Frast  is  itot  wraith  hut  a  destroyer  of  wealth,  yet  it 
wo)i^  be  wraith  if  pn\-ate4>'  apfiniiriated,  because  one 
caaM  add  to  tbc  \-ahKr  of  haa  own  wealth  by  ni^ring  his 
nof^'  -  .^  in  the  bud.    Point  oat  the  error,  if  there 

.b«Ai  :t«  staiemeBt. 

•■nu  our  coasts  are  great  sources  of  food. 
most  pan,  pciviAciy  owned,  yet  they 
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are  more  important  to  the  nation  than  a  large  part  of  the 
land  area.    Are  they  wealth?    If  so,  what  kmd? 

i6.  Should  you  deny  the  CQncq>t  of  sodal  wealth,  could 
you  account  for  the  economic  power  of  ancient  Egypt,  or 
of  the  United  States? 


CHAPTER  VI 


DESIRE,  DESIRABILITY 

t>  DcAina  as  motives.  >.  Desires  arc  rccurrintc.  3,  I nt ell tscnoc,  desire, 
cflbrt.  4-  Diairo  !or  near  unA  remote  p«s5«aicin.  s.  Standards  of  con- 
wmptlaD.  6.  llannoDy  in  coiuumpLion.  7.  Dcsirca  ajtd  productive  c^>»c- 
ily.  S.  "The  cu«t  ol  high  living."  g.  I>»ire«  «ntl  ullitnutc  wnlth.  id. 
Desirts  uul  UGodation  of  ideas,  it.  Altruistic  dcsim.  11.  Deslns  and 
nuiU.  13.  Neccasitick  14.  Reprauiblllly  of  duties.  15.  'rhetlAadordot 
liCc  ](.  The  notion  of  w&rcity.  17.  l>taimbiliiy.  18.  Utility.  19.  Dtmin- 
iifaing dcsiraliilJiy.  as.  Thccqual  doiralnltlictof  iiniu.  ai.  Tot&l  dc^a- 
bUity.  iz.  Graptiic  illustraliiD  of  equal  desirabilities,  jj.  Graphic  Illu»- 
tratioii  u(  doirabilitiea  at  diUcrcnt  times.  14.  Mugiiuil  dettrahility.  if. 
The  tendency  to  ciuaJily  of  mar^njt]  desirabilities.  36.  Graphic  iUustnt- 
tion  of  lliis  equedity.  37.  Examples  of  mugiiul  desirabiUty.  98.  Extx- 
ci»G*. 

I.  Bflsiies  as  Motives. — The  movement  of  the  blood  in 

the  body,  of  the  ocean  tides,  of  the  winds,  and  of  the  planets 
sets  the  scientist  the  task  of  accounting  for  these  move- 
ments. Likewise  the  efforts  of  man  in  the  shop,  store, 
market-place,  on  the  farm,  or  in  transportation,  set  theecon- 
ombt  the  task  of  accounting  for  these  activities.  Search 
where  he  may,  he  will  find  but  one  motive  for  all  economic 
endeavor,  and  that  is,  human  desires  for  the  necessities, 
comforts,  luxuries,  and  conveniences  of  life.  Desire,  tlien, 
is  the  starting-point  in  economic  investigation. 

The  simplest  form  of  desire,  like  that  of  the  savage, 
child,  or  animal,  is  for  food  and  the  other  elemental  require- 
ments. The  craving  for  food  stirs  men  up  to  the  eifort 
to  secure  it  That  is  the  primary  cause  of  productive 
labor.  As  the  indiWdual's  intelligence  broadens,  he  comes 
to  attribute  value  not  only  to  the  immediate  objects  of 
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consumption,  but  also  to  the  indirect  means  of  producing 
tbese.  The  individual's  order  of  thought  in  attributing 
value  to  things  is  from  finished  goods  ready  for  consump- 
tion back  to  the  direct  agencies  of  producing  these  and  on 
back  to  the  more  remote  and  indirect  agencies.  Because 
we  recognize  the  utility  of  the  apple,  reason  teaches  us  to 
prize  the  desirability  of  the  tree  wliicli  produced  it,  and 
further  to  attribute  value  to  the  land,  labor,  and  other 
agencies  back  of  the  tree. 

a.  Desires  Are  Recurring. — GratiUcation  at  best  is  only 
temporar>'.  Wc  do  to-day's  reading,  eating,  and  exercis- 
ing to-day.  But  to-day's  eating  will  not  gratify  to-mor- 
row's de^re  for  food.  In  order  that  one  may  get  the  great- 
est enjoyment  through  time,  what  is  more,  in  order  that 
one  may  live,  goods  of  present,  direct  use  and  services 
must  be  meted  out  through  time.  These  goods  of  direct 
tise  and  services  are  to  be  thought  of,  not  as  a  fund  or 
accumulation,  but  as  a  flow.  The  dwelling-house  is  one 
thing  and  the  shelter  (5cr\ice)  it  affords  through  time  is 
another.  The  shelter  of  the  house,  the  ride  which  the 
automobile  affords,  the  protection  which  clothing  insures, 
the  thousand  and  one  benefits  from  other  productive 
agents,  constitute  a  flow. 

3.  Intelligence,  Desire,  Effort. — Desires  show  progress  in 
intelligence.  Desires  imply  a  knowledge  of  the  thing  de- 
sired. If  one  says,  "I  desare,"  the  question  which  nat- 
urally follows  is;  "What?  Do  you  de.iire  a  hat,  a  suit  of 
dothes,  a  pencil,  a  glass  of  orangeade?"  You  have  no 
desre  for  a  glass  of  orangeade  unless  you  know  what 
orangeade  is.  Benjamin  Franklin  was  never  imbued  with 
a  desire  for  a  Ford  automobile.  When  there  is  no  knowl- 
edge  there  is  no  desire  and  desires  increase  as  knowledge 
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widens.  Knowledge  gives  birth  to  dearc  and  deare  points 
out  a  path  for  will.  Why  will  one  risk  his  life  further  to 
save  a  drowning  child  than  to  save  a  drowning  dog,  or 
why  will  one  work  harder  for  a  thousand  dollars  than  for 
ten  dollars?  Strong  desires  and  great  effort,  and  weak 
desires  and  weak  effort  go  together. 

4.  Desires  for  Near  and  Remote  Possession. — It  is  a 
general  rule  that  the  near  occasions  a  stronger  desire  than 
the  remolf.  The  child  prefers  one  box  of  candy  to-day  to 
two  boxes  a  year  hence.  The  normal  person  desires  more 
intensively  the  present  possession  of  wealth  or  the  present 
direct  uses  of  goods  than  the  future  possession  or  the 
future  uses  of  goods.  The  majority  of  the  economists 
place  emphasis  on  the  desire  for  present  consumption  over 
future  consumption.  I  wish  to  emphasize  that  the  desire 
for  present  possession  of  wealth  over  future  possession  o( 
wealth  is  far  more  significant.  This  point  will  occupy  us 
at  length  when  we  come  to  consider  the  theory  of  interest. 
It  is  enough  to  say  that  the  greater  part  of  large  credit 
transactions,  of  durable  investments  and  of  permanent 
improvements  concern  most  deeply  the  direction  of  social 
wealth. 

But  white  desire  is  stronger  for  present  consumption  or 
for  present  possession,  it  is  common  knowledge  that  as 
intelligence  broadens  our  present  desire  becomes  stronger 
for  future  goods.  The  ignorant  man  is  not  provident;  he 
does  not  save  for  the  future.  The  intelligent  person,  how- 
ever, cannot  but  realize  the  need  of  providing  for  the 
future.  This  fact  causes  him  to  desire  durative  goods, 
that  is.  durable  agents  which  will  yield  the  means  of  grati- 
fying desires  in  the  future.  If  there  were  no  desire  for 
future  inctanes^  man  would  not  ascribe  importance  to 
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durable  productive  agents.  While  tbe  desire  fpr  consump- 
tion is  tKick  of  tbe  motive  for  possession,  yet  itif,  determi- 
s&tion  to  possess  is  the  force  which  shapes  industry^ 

S-  Standards  of  Consumption.— Increaang  intdUsence 
causes  desires  for  goods  and  services  that  are  superior. in 
quality,  and  the  consumption  of  such  guods  and  services- 
siil!  further  increases  the  standard  of  desJre.  A  Tennessee 
mountiuncer  told  the  writer  that  a  summer's  stay  in  New 
York  City  had  changed  his  desire  for  yam  socks,  hoe-cake, 
and  moonshine.  The  wealthy  who  suffer  a  sudden  reverse 
oi  fortune  find  it  hard  to  readjust  their  standards.  In- 
creasing intelUgence,  furthermore,  develops  a  desire  for  a 
great  variety  of  goods.  Thus  increasing  desires  call  for 
improvement  in  the  quality  and  variety  of  goods.  They 
caJl  for  better  clothing  in  a  greater  variety,  for  better  food 
adapted  to  a  wider  range  of  taste,  and  for  superior  amuse- 
ments in  a  more  libera!  assortnient. 

6.  Harmony  in  Consumption.— Then,  too,  Increasing  in- 
telligence gives  rise  to  the  desire  for  harmony  in  the  means 
of  consumption.  Hannony  in  dress,  in  the  different  items 
of  the  dinner,  in  house  decoration,  is  demanded  by  the 
more  intelligent  A  thoughtful  husband  will  not  purchase 
his  gifted  wife  an  expensive  hat  unless  he  is  prepared  to 
foot  the  bill  for  the  other  articles  of  apparel  to  harmonize 
with  iL  The  possession  of  one  thing  stimulates  the  desire 
for  other  things,  thereby  extending  the  motive  for  further 
effort.  Man  is  by  nature  a  social  being;  as  such  most  of 
his  econixnic  desires  are  the  outgrowth  of  his  social  life. 
In  the  language  of  W.  E.  Hearn,  "Man  is  imitative,  and 
ao  seeks  b)  have  what  his  neighbor  enjoys;  be  is  vain,  and 
m  desires  to  display  himself  and  his  possessions  with 
advantage  before  his  fellows;  he  loves  superiority,  and  so 
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seeks  to  sbwjp -Something  that  others  have  not;  he  dreads 
inferiority^  »bd  so  seeks  to  possess  what  others  also  possess. " 
7.  Desire's  and  ProductiTe  Capacity.— Desires  as  rao- 
tivei^ay  be  in  accord  with  or  out  of  accord  with  produc- 
tiv{;:capacity.    As  above  pointed  out,  the  motive  for  pro- 
'•-duction  is  desire.    We  produce  what  wc  want;  we  expend 
':^%*encrgy  on  the  production  of  nothing  else.    If  you  wish  the 
,'*•     dew  to  the  economic  production  of  the  people,  you  have 
but  to  determine  what  the  people  want.    Industry  is  shaped 
around  and  conformed  to  the  desires  of  the  people.     De- 
ares  create  demand  for  goods  and  that  which  the  people 
demand  is  what  the  factories,  fanns,  and  other  industries 
must  produce.    Do  the  people  desire  articles  that  are 
rare,  choice  wines  or  scarce  materials— ^things  that  nature 
has  little  capacity  for  producing  ?    If  so,  little  can  be  pro- 
duced and  nature  can  support  but  a  small  population. 
Conversely,  if  a  cheap  and  nutritive  food,  like  rice  or  pota- 
toes, is  (leered,  abundance  can  be  produced  and  a  large 
population  can  be  supported  with  plenty. 

The  desire  for  a  variety  of  goods  and  services  causes  aj 
varied  production  in  society.    What  is  more,  a  varied  pro- 
duction creates  a  larger  abundance  of  goods,     When  few^j 
goods  are  produced  many  productive  agencies  lie  idle.    I^| 
wc  produce  only  ccrcab,  garden- fruits,  and  vegetables,^ 
the  cranbcrry-swomps  arc  not  utiliaed.    The  same  crop 
nill  not  grow  on  all  kinds  of  land.    Land  good  for  wheat 
may  not  be  good  for  oranges.    A  variety  of  crops  must  be 
grown  if  the  great  variety  of  soils  l>c  ulfIi«;J.     Furthcr- 
tnore,  it  is  unwise  to  plant  the  same  field  to  one  crop  year 
after  year.    The  sdentilic  rotation  of  crops  keeps  tt^, 
,land  fertile.    Thii  -^rieiy  of  crops 

order  to  utilize  tht;  <uu^-iL^!:  dSAi  ^^^  a^rci 
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tion  of  crops  on  the  same  field  in  order  to  secure  the  proper 
utilization  of  the  soil. 

The  different  agencies  of  our  productive  capacity  must 
be  utili2ed  in  order  that  wc  may  employ  a  variety  of  labor 
and  managerial  talent.  When  industry  aSfords  opportuni- 
ties to  the  different  varieties  of  productive  labor  and  tal- 
ent, the  better  it  is  for  each  and  all.  It  \&  waste  to  have  a 
part  of  the  productive  energy  idle.  A  varied  production, 
moreover,  educates  the  people  with  respect  to  the  co- 
operative advantages  of  numerous  industries  working  to- 
gether. It  shows  the  mutual  benefits  to  be  derived  from 
the  interrelationsiiip  of  industries,  from  a  division  of  labor 
and  specialization.  A  varied  production  Is  conducive  to 
the  development  of  inventive  genius,  thus  furthering  pro- 
ductive capacity  through  new  industrial  processes  and  a 
higher  utilization  of  human  skill  and  resources.  Because 
varied  desires  cause  variety  in  production,  we  are  fumiiihed 
with  the  secret  of  the  complexity  of  modern  productive 
processes. 

8.  "  The  Cost  of  High  Living."— The  cost  of  high  liv- 
ing is  a  coined  phrase  which  expresses  the  theory  that  the 
present  high  level  of  prices  is  due  to  the  fact  that  we  come 
to  deare  those  goods  for  which  we  have  little  productive 
c*P*clly.    If  desires  arc  largely  directed  by  the  love  of 
wtenlation;  if  our  energies  arc  turned  from  the  cheap  and 
uwqdmt  to  the  rare  and  exclusive,  fewer  necessities  are 
pioductti  aad  prices  are  raised.    There  is  much  truth  in 
*«*  theory  in  a  society  where  wealth  rather  than  brains 
^  the  style.    The  love  of  ostentation  finds  gratification 
*n  the  corwumption  of  only  those  goods  which  are  beyond 
0/  the  average  person.    It  takes  much  wealth 
"■  "vy  tujaonrfa  and  other  objects  of  exclusivencss.    The 
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rich  too  often  refuse  to  associate  witli  those  who  are  not 
properiy  trade-marked  with  the  required  symbols.  But 
the  possessors  of  wealth  are  highly  regarded  and  the  poor 
desire  their  association.  To  enjoy  this  association  the 
poor  must  buy  Jewels  when  thc>'  should  buy  bread,  and 
automobiles  when  they  should  buy  work -animals.  To  the 
extent  that  production  is  given  to  luxuries  It  is  denied 
to  necessities.  This  causes  necessities  to  be  scarce  and 
high-priced. 

9.  Desires  and  Ultimate  Wealth. — The  lund  of  goods 
desired  largely  bespeaks  the  ultimate  wealth  of  a  society  or 
Individual  in  yet  another  way.  Is  one's  desire  for  beer  or 
muMC,  for  a  big  dinner  or  a  good  book,  for  tobacco  or  a 
painting,  for  the  temporarj-  means  of  present  gratiHcatioti 
or  for  the  durable  means  of  permanent  gratification  ? 
The  glass  of  beer  can  be  enjoyed  by  only  one  and  the 
music  by  many;  the  big  dinner  is  consumed  once  for  all, 
but  the  book  can  be  read  in  turn  by  any  number;  the  to- 
bacco goes  up  in  smoke,  while  the  painting  remains  a 
source  of  grati6cation  for  the  lovers  of  art.  The  same  pro- 
ductive energy  back  of  the  temporary  means  of  gratifica- 
tion would,  in  the  end.  yield  far  more  enjoiTuent  if  turned 
to  the  more  durable  means  of  gratilication. 

Again,  do  we  desire  to  use  the  music,  the  book,  and  the 
painting  in  private,  or  are  wc  willing  to  share  the  use  of 
these  with  others  ?  The  private  use  of  these  is  denied  to 
the  many,  but  a  thousand  may  enjoy  the  same  open-air 
concert,  or  the  same  book  in  the  public  library,  or  the 
same  painting  in  the  public  art  collection.  This  suggests 
certain  difficulties  not  in  the  present  order  of  discusaon. 
Howc\xr,  ^^^^l^l^m^^ll^HyjUre  do  share  many  oC 
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and  the  like  are  examples  of  this;  these  are  in  the  nature 
of  imearned  increments  for  every  one  who  utilizes  them. 

to.  Deaires  and  Association  of  Ideas. — As  a  social  being 
man's  desires  are  inftucuccd  by  tiio  a'^sociation  of  ideas. 
This  is  exemplified  in  the  change  of  fashions.  I'he  classes 
fA  society  lend  to  go  in  groups  and  to  follow  the  leaders. 
Those  things  which  the  leaders  wear,  cat,  or  othcr^s'ise 
cajoy,  the  followers  strive  to  obtain. 

When  a  style  of  dress  becomes  "common,"  and  is  worn 
by  the  lower  classes,  it  is  tUscardcd  by  the  fashionable 
people.  Fashions  that  are  absolutely  repulsive  at  first 
wilj  often  be  adopted  if  they  arc  introduced  by  popular  or 
noted  persons.  From  his  excesses  Henrj*  VIII  became  a 
Uoftted  figure  in  the  latter  part  of  hi&  life,  and  the  aris- 
locracy  sttiffed  their  clothing  to  imitate  his  size.  Queen 
Eiizabetb  had  auburn  hair,  and  the  ladies  of  fashion 
sought  for  a  dye  that  would  turn  their  hair  to  the  aris- 
tocratic shade. 

To  use  an  example  from  Hallcck's  Ps>'cbolog>':  When 
ceghgec  hats  first  made  their  appearance,  a  shrewd  hatter 
iCDt  for  a  vcrj'  popular  and  wcll-drcsscd  collegian  and 
oBeted  him  his  choice  of  the  best  hats  in  the  store,  if  he 
would  wear  a  negligee  hat  for  three  days.  He  objected  to 
oialung  such  an  exhibition  of  himself,  until  be  was  flat- 
toed  by  the  hatter's  wager  that  the  hats  could  in  this 
wy  be  made  the  fashion  for  the  entire  town.  When  the 
oiUc^an  first  put  in  his  appearance  on  the  campus  with 
ftc  hat  he  was  guyed  for  its  oddity.  Later  in  the  after- 
Bfioa  wme  of  his  friends  concluded  that  the  hat  looked  so 
«dl  that  they  would  invest.  On  the  following  day  large 
MBlw»  reached  the  same  conclusion.  For  some  time 
i*tt  this  liie  hatter  found  difficulty  in  keeping  a  sufficient 
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supply  in  stock.  Had  an  unpopular  or  poorly  dressed 
man  appeared  first  on  the  campus  with  that  hat,  the  result 
would  have  been  the  reverse.  The  hat  would  have  been 
the  same,  but  the  association  of  ideas  would  have  difTercd. 

A  knowleflge  of  the  power  of  the  association  of  ideas  is 
of  the  utmost  importance  in  business.  One  man  has  his 
store  so  planned  that  all  its  associations  are  pleasing,  from 
the  manners  of  the  clerks  to  the  fixtures  and  drapery. 
Another  store  biuigs  up  unpleasant  associations.  A  busi^| 
ness  man  was  about  to  employ  a  young  man  for  an  impor- 
tant position,  when  one  day  the  elder  chanced  to  catc 
^ght  of  him  in  questionable  company.  The  taw  of 
tiguity  henceforth  bitiught  up  this  company  whene 
the  young  man  was  thought  of,  and  he  failed  to  sec 
the  position. 

II.  Altruistic  desires  have  a  profound  influence  on  tl 
economic  conduct  of  men.    This  is  especially  true  in  an' 
advanced  stage  of  civilization.    There  are  broader  traits 
of  character  than  a  selfish  desire  for  wealth.     We  strive 
for  personal  economic  advantage,  but  we  are  guided  by 
feeling  of  duty,  and  if  we  disobey  this  feeling  our  own^ 
coDscicDcc  condemns  us.    ^'e  fear  contempt  and  desire 
persona]  faoDor,  also  we  obey  the  inward  command  to  be 
right.    We  are  social  beings  with  imagination  and  sym- 
pathy.   We  think,  remember,  observe,  and  are  trouble 
by  the  distress  of  others.     It  is  in  our  nature  to  have  alt 
istic  desires  and  to  spend  our  substance  and  labor 
gratify  them.    Orjihan  asylums,  one  hundrc<i  and  fiftj 
milHons  for  the  Red  Cross,  homes  for  the  aged,  societies 
for  the  protection  of  children  and  of  animals  represent 
economic  actiWty  of  the  altruistic  ty]>L'.    Desire  and  striv- 
ing to  improve  the  economic  order  of  the  world  are  coi 
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stantly  increasing  in  scope  and  dq>th.  The  teachings  of 
those  who  would  limit  economics  to  the  selfish  getting  and 
tising  of  wealth  arc  fruitless,  because  their  concept  is  one 
of  unreal  simplicity. 

Economic  desires  arc  also  altruistic  with  respect  to  suc- 
ceeding generations.  We  follow  an  economic  policy,  in- 
definite and  crude,  perhaps,  toward  sounder  economic  con- 
duct and  greater  well-being  for  the  future.  We  desire  to 
ttansmit  a  richer  world  than  the  one  we  have  inherited 
from  the  past.  Desires  of  this  kind  lat^ely  guide  Icgisla- 
tion  of  an  economic  nature,  such  as  vast  public  expend- 
itures for  social  and  industrial  improvement.  Selfish  desires 
{or  private  acquisition  and  desires  for  a  fuller  productive 
capacity  are  both  encompassed  in  the  science  of  economics. 

ra.  Desires  and  Wants.— "Two  pounds  of  tea,"  says 
Hcam,  "were  presented  to  Charles  II  as  a  present  worthy 
of  a  king.  A  century  afterward  the  steady  perseverance 
of  the  Americans  in  abstaining  from  their  unjustly  taxed 
tea  was  rightly  regarded  as  the  most  remarkable  case  oi 
sdf-denial  that  history  records."  And  Bastiat  says:  "It  ts 
a  phenomenon  well  worthy  of  remark,  how  quickly,  by 
continuous  satisfaction,  what  was  at  Itrst  only  a  vague 
desire  quickly  becomes  a  taste,  and  what  was  only  a  taste 
is  transformed  into  a  want,  and  even  a  want  of  the  most 
Imperious  kind."  A  desire  to  see  the  World  Series,  how- 
tytr,  cannot  be  termed  a  want.  We  want  for  things  nec- 
e5sar>'  to  our  state  of  being.  If  the  educated  or  the  wealthy 
are  suddenly  reduced  by  misfortune,  ihcy  want  for  things 
which  the  ignorant  and  the  poor  would  regard  as  luxuries. 
Habits  of  life  determine  wants;  changing  habits  transform 
mere  desires  into  wants.  Habits  are  confirmed  and  wants 
are  created  by  the  continuous  gratification  of  desires. 
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Painful  (le^rcs  or  wants  arise  when  the  requirements  of 
habits  arc-  denied.  Wc  dc»rc  for  both  luxuries  and  neces- 
sities but  we  never  want,  io  the  true  sense  of  that  word, 
for  luxuries.  ^ 

■3.  Necessities. — Luxuries  are  economic  goods  or  ser^f 
vices  which  arc  not  necessities,  whereas  necessities  are 
those  goods  the  lack  of  which  would  occasion  wants  or  h 
painful  desires.    We  may  classify  necessities  as  absolute, H 
acquired,  and  conventional.    Absolute  necesaties  include 
warmth,  shelter,  and  food,  which  are  necessary  to  the 
maintenance  of  life.    Acquired  necessities  include  items 
like  tobacco.     In  estimating  the  necessary-  outlays  of  the 
laborer  who  uses  tobacco,  it  would  be  an  error  not  to  take 
account  of  his  expenditures  for  tobacco,  because  he  would 
deny  himself  other  and  much  needed  goods  rather  than  be 
deprived  of  it.     Conventional  necessities  include  goods  of 
a  quality  and  style  which  arc  in  keeping  with  one's  social 
ranking.     The  minister  is  not  expected  to  appear  in  the, 
coarse  clothing  of  the  day-laborer.     The  doctor  or  dentist 
is  socially  ostracized  whose  instruments  and  office  equii: 
mcnt  are  below  a  certain  grade  of  elegance.     Those  gc 
arc  necessities  which  accord  with  onc"s  station  in  life.    Ac- 
quired and  conventional  necessities  must  form  a  part  oi|H 
the  expenditure*  of  the  class  concerned.    The  more  one  is 
forced  to  spend  for  these  the  less  he  will  have  to  spend  for 
other  goods.     InBtnictor?i  arc  hard  put  to  it  at  times  be- 
cause they  arc  compelled  to  dress  and  maintain  quarters 
which  would  he  in  kct'pinjt  with  a  larger  income. 

14.  RepressjbtUty  of   Desires. — Our  most  irrepressible 
appetites  are  for  the  common  necessities  of  life.    These 
"11  have,  whether  our  income  be  large  or  small.    De- 
nrimao'  DecessaUes,  however,  are  most  quickly 
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satisfied.  It  Is  all  but  imposiuble  to  repress  the  craving 
for  food,  yet  the  desire  for  food  is  quickly  gratified.  On 
the  contrary,  our  most  represable  desires  are  our  most 
insatiable  desires.  Tbere  is  no  end  to  our  desires  for  com- 
forts of  the  higher  form,  yet  if  forced  to  economize  we  cut 
down  on  the  consumption  of  these  first. 

3$.  The  standard  of  life  is  but  a  level  of  consumption. 
Tlie  habits  and  requirementa  which  prevail  in  society  call 
for  a  rather  definite  standard  of  consumption.  These  hab- 
its and  requirements  undergo  gradual  change,  because  they 
result  from  natural  and  social  inSucnccs  which  arc  slowly 
modified  through  long  periods  of  time.  The  quantity  and 
variety  of  food,  clothing,  and  shelter,  the  standard  of 
public  utilities  required,  the  provision  for  sanitation,  recre- 
ation, education,  and  protection,  roughly  mea&urc  the  eco- 
nomic  standard  of  life.  Man's  consumption  is  limited  by 
bis  income,  but  his  level  of  consumption  is  his  standard  of 
life,  therefore,  his  income  determines  his  standard  of  life. 
The  forces  operating  on  income,  then,  are  the  forces  which 
fix  this  standard.  The  forces  operating  on  income  are  two; 
man  and  his  surroundings.  These  forces  adjusted  to  each 
other  constitute  productive  capacity.  Land  may  be  fer- 
tile and  resources  abundant,  yet  if  the  man  element  is 
weak  or  poorly  adjusted  to  its  surroundings,  a  low  income, 
consequently  a  low  standard  of  life,  must  prevail.  Con- 
versely the  man  element  may  be  skilful,  strong,  and  of 
superb  moral  character,  yet,  if  resources  are  wanting,  a  low 
standard  m^l3t  prevail.  Low  production  and  a  low  stand- 
ard, and  high  production  and  a  high  standard  always 
accompany  each  other. 

We  have  seen  that  desire  is  the  motivating  force  of  pro- 
duction, but  another  fact  of  primary  importance  is  that 
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production  or  income  is  limited  by  productive  capacity. 
Furthermore,  whUe  desire  stimulates  production  it  invari- 
ably outruns  production;  we  always  desire  more  than  we 
produce.  Then,  dc»irc  causes  the  standard  to  be  as  high 
as  it  is  and  the  limits  of  productive  capacity  cause  it  to 
be  as  low  as  it  is.  In  other  words,  the  standard  of  life  is 
determined  by  two  forces;  desire  and  productive  capacity. 
This  illustrates  the  interaction  of  economic  phenomena. 
A  given  state  of  being  is  the  result  of  a  tendency  or  pre-| 
vailing  direction  of  motion  of  a  number  of  forces  which, 
individually,  would  operate  in  different  directions. 

Do  higher  desires  cause  a  large  production  of  income, 
or  docs  the  consumption  of  a  larger  income  give  rise  to 
higher  desires?  The  answer,  in  keeping  with  the  above 
reasoning,  is  that  these  phenomena  interact;  both  are  re- 
quired for  economic  advance,  .\lthough  limited  capacity 
holds  the  income  in  check,  it  must  not  be  overlooked  that 
desire  Ls  fundamental  to  production. 

i6.  The  Notion  of  Scarcity. — In   the  economic  sensed 
there  is  no  such  thing  as  scarcity  apart  from  cither  a  desire 
or  a  need-    Fewness  and  scarcity  arc  not  synonyms- 
There  axe  few  mud-holes  in  dr>'  weather,  but  they  are  not^ 
scarce  in  the  economic  sense,  there  being  neither  desirft'^l 
nor  need  of  them.    If  there  are  few  blacksnakes,  they  are  ^' 
not   scarce.    Any   economic  good,   on   the  contrary,    ts 
scarce,  for  if  tt  were  not  scarce  it  would  be  a  free  good  and 
not  an  economic  good.     Goods  are  said  to  be  scarce  so 
long  as  our  desires  or  needs  are  not  fully  gratified  with 
respect  to  them.    Should  we  add  loaf  after  l<^  Xo  ^ 
tiread  became  as  commc^^  as  \eavtl 
there  n-ould  be  no  scarci-^w^V^)^^^ 
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fully  gratified-  TheD  we  cannot  detemune  the  scarcity  of 
s  thing  by  the  amount  of  it;  rather  scarcity  is  measured 
in  subjective  terms.  Regardless  of  the  amount,  if  there 
be  a  de&ire  or  need  for  a  particular  commodity  it  is  scarce. 
There  are  degrees  of  scarcity  (scarce,  scarcer,  scarcest), 
corrcsixinding  to  the  strength  of  the  desire  or  need. 

17.  Desirability  is  the  quality  of  goods  or  services  which 
is  calculated  or  fitted  to  excite  a  wish  to  possess.    Many 
eoonomists  employ  the  word  utility  in  the  sense  which  I 
have  defined    for   the  word  dt;sJrability.     Desirability  Is 
prefened  in  this  hook  for  two  reasons:  it  exj>res.ses  ac- 
curately the  meaning  intended,  whereas  utility  is  burdened 
with  so  many  definitions  as  to  have  no  one  distinct  mean- 
ing.  Goods  having  desirability  may  be  positively  harmful, 
may  detract  from  the  well-being  of  the  user.    Goods  hav- 
ing this  quality  may  or  may  not  ser^-e  our  needs,  but  they 
always  scr^'e  our  desires.   Deiurahility  changes  with  respect 
to  persons,  occasions,  times,  and  the  condition  of  supply. 
The  painting  has  desirability  for  the  lover  of  art,  but  it 
can  excite  no  wish  to  possess  in  the  mind  of  the  savage; 
the  desirability  of  formal  attire  is  greater  on  formal  occa- 
sions; present  goods  have,  with  few  exceptions,  a  higher 
desirability  than  future  goods;  and  bread  has  a  higher 
dcarability  when  scarce  than  when  abundant.     In  any 
caae  the  desirability  of  a  good  is  determined  by  two  things 
"~**w  strength  of  the  desire  to  be  met  and  the  fitness  of 
™  good  to  racct  the  desire. 
lo.  Utility   must    not    be    confused   with    desirability. 
"~*   Coficepts   may   be  used  interchangeably  at    limes 
^^      '  ''arm,  but  imder  other  conditions  they  are  anto- 
^tUity   i*i  a  social  rather  than  an  individualistic 
'I  IS   fln  objective  quality  of  goods  or  ser\*lces. 
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Utility  is  that  quality  or  fitness  of  things  to  promote  and 
Serve  well-being.  There  arc  blesangs  in  disguise;  our 
needs  arc  administered  to  and  our  well-being  promoted  by 
things  which  we  neither  desire  nor  understand,  even  by 
things  which  we  would  avoid  as  distasteful  to  us.  i£sop 
said:  "Wc  would  often  be  sorry  if  our  wishes  were  grati- 
fied." It  is  not  utility  but  desirability,  the  Btness  to 
estate  a  wish  to  possess,  which  directly  introduces  the 
value  problem. 

19.  Diminishing  destnbiti^  expresses  the  elementary 
principle  that  if  the  quantity  of  shoes,  tea,  or  any  other  com- 
modity iocrcascs,  its  total  desirability  increases  at  a  dimin-  I 
ishing  rate.  An  example  will  make  this  clear:  Let  us  sup- 
pose that  a  caravan  travelling  through  a  desert  has  one 
pint  of  water.  With  great  saving  and  extreme  economy 
the  traveller  can  perhaps  sur\'ivc  upon  this  limited  amount 
What  is  its  desirability  for  him?  Being  indispensable  to 
life,  its  desirability  is  immeasurable.  Add  a  second  pint 
to  the  supply  and  it  will  have  great  desirability,  although 
it  is  not  absolutely  essential  for  the  preservation  of  life. 
If  there  be  added  a  third,  fourth,  and  on  down  to  the 
twentieth  pint,  he  will  have,  let  us  assume,  a  sufficiency. 
The  undesirability  of  carrying  another  pint  would  be  near 
the  equivalent  of  its  desirability.  Thus  wc  sec  that  by 
adding  to  tJie  amount  the  total  desirability  increases  at  a 
diminishing  rate. 

30.  The  Equal  Desirabilities  of  Units. — Then,  considered 
as  a  whole,  all  desires  are  insatiable  but  any  one  desire,  as 
the  desire  for  water,  may  be  fully  satisfied  and  cease  to 
exist.    Another  observation  is  that  each  like  unit  which 
added  to  a  supply  causes  the  desirability  of  each  othc 
unit  in  the  supply  to  be  lowered.    For  instance,  the  tra 
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eller  through  the  desert  may  start  with  two  pints  of  water, 
and  if  to  these  he  adds  a  tturd,  fourth,  and  fifth  pint  he 
will  not  appraise  the  two  pints  so  highly  as  if  the  supply 
had  not  been  increased.  Suppose  that  the  five  units  in 
his  possession  are  alike  in  all  respects,  no  one  of  them 
could  be  more  desirable  than  any  other.  Each  of  the 
units  in  his  supply  has  a  desirability  equal  to  that  of  any 
other.  Put  as  a  general  proposiiion;  Like  units  in  the 
same  supply  at  the  same  time  are  of  the  same  desirability. 
Crusoe  had  four  guns,  and  assume  that  these  were  ex- 
actly alike.  Can  we  say  that  any  one  of  these  had  moro 
desirability  for  him  than  any  other?  Certainly  not-  To 
provide  himself  with  animal  food  and  to  Icccp  off  the 
beasts  of  prey,  it  was  absolutely  essential  that  he  have  a 
giiD,  but  it  was  not  imperative  that  he  have  more  than 
one  or  two.  It  would  have  been  fortunate  for  him  could 
he  have  exchanged  a  gun  for  food  or  clothing.  This  exam- 
ple teaches  us:  (i)  that  the  like  units  of  a  supply  are  of 
equal  desirability,  {2)  that  the  larger  the  number  of  units 
in  a  supply,  the  less  is  the  desirability  of  any  one  of  the 
units,  (3)  that  we  can  measure  the  desirability  of  any  one 
unit,  as  when  we  wish  to  exchange  it  for  another  good. 
But  it  must  be  dear  that  we  cannot  reason  relative  to  the 
total  dc^rability  of  a  supply  in  the  same  way  that  we  rea- 
wi  relative  to  one  or  more  units  in  the  total  supply. 
Crusoe  might  well  have  sold  a  gun  for  the  price  of  one 
bushel  of  grain,  but  it  does  not  follow  that  it  would  be  wise 
"W  him  to  exchange  the  four  guns  for  four  bushek.  In 
^  formrr  case  he  would  profit  by  the  trade;  in  the  latter 
irithout  the  means  of  protecting  his  life. 

»^>p06e    that    our    caravaner 
ne  of  his  pints  of  water  for 
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ten  cents,  docs  it  follow  that  he  would  be  wilting  to  sell 
the  twenty  pints  for  two  dollars?  On  first  thought  one 
would  say  that  ^cc  the  different  pints  are  of  the  same 
desiraljility  it  would  follow  that  if  one  pint  is  worth  ten 
cents,  twenty  pints  must  be  worth  twenty  times  ten  cents, 
or  two  dollars.  This  Ls  good  ariihmL'tic  but  poor  eco- 
nomics. Should  the  caravaner  diH(Jose  of  his  total  supply, 
he  would  die  for  want  of  water.  Needless  to  say,  he  would 
not  seU  it  at  any  price.  This  makes  it  clear  that  the  de- 
sirability of  a  unit  of  the  supply  multiplied  by  the  number 
of  units  in  the  supply  docs  not  give  the  total  desirability 
of  the  supply.  Then,  how  maj'  we  calculate  the  total 
desirability  of  a  supply?  It  is  evident  that  if  the  first 
pint  be  subtracted  from  the  supply  the  remaining  nineteen 
will  each  have  a  higher  desirability,  and,  further,  that  the 
desirabiUt}'  of  the  remaining  pints  would  be  increased  by 
the  suhtraclion  of  the  second,  third,  etc.  In  order  to 
attain  the  total  desirability  of  a  supply  wc  may  assume 
that  one  unit  at  a  lime  is  subtracted  in  succession,  and 
that  the  desirabilities  of  each  unit  arc  added- 

32.  Graphic  illustratiOD  of  the  equal  desirabilities  of  dif- 
ferent units  at  a  given  time  in  a  total  suf^ly. 
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The  parallelogram  A.  B,C,  D  pictures  the  situation  of 
twenty  units  at  a  given  time  in  a  homogeneous  supply. 
The  perpendicular  lines  are  of  equal  length  and  each  repre- 
sents the  desirability  of  a  unit. 

Since  each  unit  in  the  supply  has  the  same  desirability 
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as  any  other  unit,  the  length  of  the  lines  representing 
these  must  be  equal  to  one  another.  This  figure,  however, 
docs  not  picture  the  total  desirability  of  the  supply. 

As  above  pointed  out,  the  total  desirability  is  obtained 
by  a  succcsaon  of  subtractions,  each  of  which  increases  the 
desirabilities  of  the  remaining  units. 

23.  Graphic  illustration  of  tiie  desirabilities  of  uniu  at 
different  times,  showing  how  they  increase  as  the  supply 
is  diminished. 
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In  the  case  above  assumed  (paragraph  21),  it  would  be 
found,  as  shown  in  Fig.  3,  that  by  subtracting  unit  after 
unit  from  D,  C  toward  A,  B,  the  desirabilities  increase 
until  they  become  immeasurable.  In  this  case  the  total 
desiratHHty  would  be  immeasurable.  Of  coiu^,  we  are 
assuming  an  extreme  case,  but  oftentimes  a  principle  is 
better  grasped  when  presented  in  its  extreme  form. 

14.  Marginal  desirability  is  the  desirability  of  the  last 
added  portion  of  a  supply.  But  the  last  added  portion 
has  the  same  desirability  as  any  other  like  portion,  there- 
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fore  the  marginal  desirability  is  the  desirability  of  a  por- 
tion or  unit  of  the  supply.  In  case  of  freely  reproducible 
goods,  and  these  are  most  characteristic  of  the  market, 
marginal  desirability  is  e<iua!  to  the  benefits  which  must 
be  foregone  in  acquiring  them.  Assume  that  a  housewife 
U  making  out  an  order  to  Sears,  Roebuck  &  Co.  for  a  supply 
of  soap  which  is  priced  at  five  cents  a  cake.  How  much  will 
she  order?  She  would  probably  give  a  dollar  for  a  cake 
rather  than  be  denied  the  use  of  soap.  It  goes  without 
saying  that  the  desirability  of  a  cake  of  soap  is  so  much 
stronger  than  the  desirability  of  retaining  the  five  cents 
for  buying  something  else  that  she  decides  to  make  the 
purchase.  A  second,  third,  fourth,  and  on  down  to  the 
nineteenth  cake,  let  us  assume,  have  each  a  higher  desira- 
bility for  her  than  has  the  alternative  use  of  the  five  cents. 
Whether  to  buy  the  twentieth  cake  gives  her  concern. 
She  nill  buy  the  twentieth  cake  if  its  desirability  be  but 
a  small  fraction  above  that  of  five  cents.  The  twentieth 
cake  reaches  the  marginal  point  where  the  cost  or  undc- 
airability  comes  to  equal  the  dc^rabiLi^. 

as.  Tho  Tendency  to  Equality  of  Ma^jnal  Desirabiii- 
ties. — Marginal  desirability  is  an  individual  matter,  vary- 
ing from  person  to  person,  and  the  tendency  of  dearabili- 
ties  of  different  supplies  for  any  one  person  is  toward 
equality.  The  housewife  did  not  stop  with  a  supply  of 
twenty  cakes  because  she  desired  no  more  soap,  for  had 
the  price  been  four  cents,  she  would  probably  have  bought 
twenty-five  cakes.  Nor  did  she  so  limit  her  supply  be- 
cause she  wished  to  save  the  five  cents.  She  ceased  to 
buy  soap  because  she  could  gratify  a  more  intense  desire 
by  spending  the  five  cents  for  something  else.  It  is  a  part 
of  human  nature  so  to  spend  means  as  to  gratify  the  most 
intense  desire.    Rather  than  buy  more  soap,  a  housewife 
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will  buy  fnut.  buttons,  sugar,  or  coffee.  How  much  of 
each  of  these  goods  will  she  buy?  She  cannot  buy  all  the 
things  which  have  desirability  for  her;  she  must  draw  the 
line  somewhere.  She  wilt  so  distribute  her  expenditures 
among  the  several  goods  as,  in  her  Judgment,  to  secure  the 
maximum  de^rabtlity.  The  more  she  buys  of  some  goods, 
the  less  she  can  buy  of  others.  Her  expenditures  in  the 
several  lines  are  limited  by  a  boundary-line  drawn  through 
the  different  points  of  marginal  dc^mhility.  Her  cxpeo- 
diture  for  sugar  limits  the  amount  she  can  spend  for  coffee 
or  any  other  good.  Her  different  desires  arc  supplied  by 
a  transfer  of  money  from  other  lines  of  expenditure.  She 
ceases  to  spend  money  on  any  good  the  moment  that  she 
can  secure  a  higher  desirability  by  transferring  her  pur- 
chasing power  to  some  other  class  of  goods.  Her  transfer 
of  money  from  one  class  of  goods  to  another,  in  her  attempt 
to  secure  the  greatest  total  de^rability,  tends  to  equalize 
the  marginal  desirabilities  of  different  classes  of  goods. 

26.  Graphic  Blustratioa. — ^Let  A,  B,  C,  D,  and  E,  in 
Figure  3,  reprtscnt  five  classes  of  goods.  Let  the  Arabic 
figorea  rq>resent  the  desirability  of  different  units.   Let  S,  T 

represent  the  line  of  satiety, 
and  M,  JV  the  line  drawn 
through  the  different  points 
of  marginal  de^rability.  It  is 
seen  that  the  housewife's  de- 
sire is  to  transfer  her  expendi- 
ture so  as  to  secure  the 
maximum  desirability,  and 
that  by  so  doing  she  has 
brought  about  an  equality 
vith  respect  to  the  marginal  desirabilities  of  the  several 
tinea  of  supply.     The  tendency  is   always   to  secure  this 
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equality,  although  tt  U  rarely  attainc<l,  in  fact  never  attained 
among  the  jwor.  Now,  should  wc  assume  that  she  desires 
to  buy  some  other  goods,  say  F,  G,  and  //,  it  is  at  ooce 
evident  that,  other  things  equal,  she  will  have  less  to  spend 
on  A,  B,  C,  D,  and  E.  Her  supply  of  each  of  these  will 
be  less,  or,  what  is  the  same,  their  marginal  desirabilities 
will  fw  raised.  Thus  we  see  that  each  line  of  goods  limits 
the  supply  and  increases  the  marginal  desirability  of  every 
other  class  of  goods.  If  we  did  not  have  to  buy  bread  wc 
could  buy  more  clothing,  and  if  houses  were  free  goods  we 
could  s[>end  more  for  automobiles;  every  line  of  goods  is 
competing,  in  a  sense,  with  every  other  line  of  goods.  We 
shall  see  later  on  how  a  proportion  and  balance  of  all  classes 
of  productive  industries  are  worked  out  in  keeping  with 
the  relative  market  prices. 

27.  Examples  of  Marginal  Desirability. — The  purjwse  of 
this  paragrapli  is  to  answer  some  questions  which,  through- 
out my  teaching  experience,  I  have  found  Ixjthersome  to 
beginners.  Goods  have  marginal  dcyrahilities,  to  be  sure, 
whether  they  are  for  keep  or  for  sale.  But  the  compari.>{on 
of  marginal  desirabilities  of  goods  which  one  has  to  offer 
with  that  of  the  goods  which  he  may  purchase,  is  primary 
to  on  e.^ch&nge.  Marginal  de^rability  is  truly  a  basic  con* 
cept  in  exchange. 

(fl)  I  have  been  asked  a  number  of  times  how  to  dispose 
of  the  marginal  desirability  of  free  goods  in  our  exchange 
economy.  The  answer  Is  that  a  free  good  exists  in  such 
abundance  that  its  marginal  desirability  is  zero.  In  fact, 
it  has  no  marginal  desirability.  Only  scarce  goods  have 
marginal  desarability  and  only  such  goods  enter  into  an 
exchange  economy. 

{b)  It  was  my  privilege  recently  to  converse  with  Mr. 
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N.  G.  Kidd,  a  pioneer  of  western  Ohio,  who  was  within 
three  months  of  the  marvellous  age  of  one  hundred  years. 
His  \Hvid  memory  of  haj^nings  in  youth  gave  deep  in- 
terest to  his  reminiscences.  He  remarked  that  while  on 
his  way  from  \*ii;ginia  to  his  new  abode  he  bad  travelled 
some  days  with  horse  and  drag-sled,  when  it  became  neces- 
son*  to  use  his  axe.  He  was  keenly  disappointed  to  find 
that  it  had  been  left  behind.  Lea\'ing  his  young  sister 
with  the  horse  and  load,  he  journeyed  back  four  days  to 
get  the  tat.  The  desirability  of  the  axe  to  the  frontiers- 
man b  all  but  immea-surablc.  Did  thw  aie.  the  only  unit 
of  the  3U[^ly,  have  marginal  dcarability  for  him?  The 
Student's  an.twcr  is  generally  in  the  negative.  But  most 
assuredly  it  did  have  marginal  desirability,  and  that,  too, 
bx  the  highest  degree.  It  Is  only  for  the  purpose  uf  illus- 
tration that  economists  5i>eak  of  unit  after  unit  being 
added  to  a  supply.  The  one  unit  of  a  su[^ly  has  mar- 
ginal  desirability.  This  marginal  desirability  is  equal  to 
the  strength  of  the  desire  which  would  be  defeated  were 
the  article  lost  or  otherwise  removed. 

(c)  A  student  gnit  this  question  in  class:  "In  case  one 
has  fifteen  tons  of  coal  in  the  cellar  or  a  hundred  bushels 
of  apples  in  storage,  docs  any  one  unit  hold  a  marginal 
place  in  the  supply?"  He  was  answered  in  the  negative. 
"Then,"  he  continued,  '"'if  there  is  no  marginal  item  there 
can  be  no  marginal  desirability."  In  reply  one  may  say 
that  in  a  homogeneous  supply  any  unit  may  be  considered 
marginal  in  the  sense  that  the  desire  defeated  by  the  loss 
of  it  is  precisely  the  same  as  that  occasioned  by  the  loss  of 
any  other  unit  of  the  supply. 

All  scarce  goods  have  marginal  desirability;  it  makes  no 
difference  whether  we  consider  a  succession  of  units  added 
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one  after  another,  or  a  stock  of  goods  on  hand,  or  a  supply^ 
consisting  of  a  single  unit.  f 

{d)  Another  and  difficult  query:  Does  a  dollar  serve  as 
a  common  measure  of  marginal  desirability?  The  answer 
is  most  emphatically  in  the  negative.  Marginal  desira- 
bility is  an  individual  matter.  There  may  be  as  many 
marginal  desirabilities  as  there  arc  buyers  and  sellers.  A 
dollar  has  a  different  significance  to  the  rich  and  to  the 
poor,  to  the  spendthrift  and  to  the  miser.  Assume  that 
two  men,  one  rich  and  the  other  poor,  arc  in  the  market 
for  a  horse.  The  circumstances  of  the  poor  man  may  be 
such  that  a  horse  would  have  double  the  desirability  for 
him  as  for  the  rich  man,  yet  the  latter  may  be  willing  to 
pay  $200  whereas  the  former  would  pay  not  more  than 
$100.  The  pressing  need  for  alternative  goods  may  for- 
bid the  poor  man  offering  more,  whereas  the  wealthy  pur- 
chaser could  expend  $200  without  denying  himself  any 
felt  necessity.  To  these  men  the  marginal  desirability  of 
a  dollar  la  vastly  different.  To  take  a  different  supposi- 
tion: The  marginal  desirability  of  a  dollar  may  be  ten 
times  as  great  for  the  poor  boy  as  for  the  rich  man's  son, 
yet  both  may  be  marginal  buyers,  that  is,  barely  witUng 
to  pay  a  dollar,  say,  for  a  ticket  to  a  batl-game.  How 
account  for  the  fact  that  these  boys,  one  estimating  a  piece 
of  money  ten  times  as  high  as  the  other,  are  both  marginal 
buyers  of  the  same  thing  at  the  same  price?  Neither,  in 
this  assumption,  would  pay  a  penny  more  than  a  dollar  forfl 
the  ticket — both  arc  strictly  marginal  buyers  at  the  price 
of  a  dollar.  The  explanation,  and  the  only  one,  is  found  ly 
in  this:  the  marginal  desirability  of  the  game  is  ten  tiraesV 
as  great  for  the  poor  as  for  the  rich  boy.  If  the  dollar 
and  the  game  have  each  one  unit  of  desirability  for  the 
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rich  boy,  they  must  each  have  ten  units  for  the  poor  boy. 
The  equality  of  ratios  between  the  alternative  good  to  be 
bought  with  the  dollar  and  the  game  is  the  only  sense  in 
which  the  marginal  dc^rabilitics  of  these  bo)'s  are  com- 
f^rable.  Throughout  the  market  the  mar^nal  desirabili- 
ties of  different  classes  of  purchasers  are  comparable  only 
in  the  sense  of  the  equality  of  ratios.  It  ts  in  the  sense  of 
the  equality  of  ratios  that  different  classes  are  brought 
together  as  marginal  buyers  in  the  some  market  at  the 
same  price. 

38.  Exercises. — i.  WTiat  la  the  connection  between  intel- 
ligence, desire,  and  effort  ? 

3.  What  reasons  can  you  give  for  the  fact  that,  as  a 
rule,  one's  desire  for  the  present  possession  of  a  good  is 
stronger  than  the  desire  for  the  future  possession  of  it  ? 

3.  What  is  meant  by  the  principle  of  harmony  in  con- 
sumption? Give  an  example  of  how  the  purchase  of  one 
thing  calls  for  the  purchase  of  other  things  in  each  of  the 
fallowing:  buying  a  rug,  a  gun,  a  pen,  an  engine,  a  horse. 

What  other  industries  h.ave  benefitc<I  by  the  great  de- 
mand for  automobiles  within  recent  years? 

4.  Would  the  "simple  life,"  causing  a  desire  for  only  a 
few  simple  goods,  bring  about  a  larger  or  a  smaller  pro- 
duction of  goods  than  wc  now  enjoy?  (RcWcw  para- 
graphs 7  and  8  before  answering  this.) 

5.  Give  two  examples— tlie  one  to  show  how  a  business 
house  has  been  prospered,  and  the  other  to  show  how  a 
business  house  hats  been  injured  througli  the  association  o£ 
ideas. 

6.  Give  two  oamplcs  of  large  expenditures  during  the 
World  War  to  gratify  the  altruislic  desires  of  the  people. 

7.  What  is  meant  by  the  standard  of  life?  By  what 
forces  is  it  determined? 

$.  "Fewness  and  scarcity  arc  not  synonyms."  (Para- 
graph 16.)    Tell  why. 
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9.  Desirability  and  utility  are  not  synonjins.  (Para- 
gra]}h5  1 7  and  rS.)  UcIiih;  each  of  thc&c  Icrms  in  your  own 
words. 

to.  By  adding  ton  after  ton  to  my  supply  of  coal,  the 
total  desirability  increases  at  a  diminishing  rate-  What 
principit:  h.  involved  in  this  stalcment?  Show  the  relation- 
ship between  this  principle  and  that  of  the  equal  desirabil- 
ity of  units  in  a  supply  of  like  goods. 

ri.  Define  marginal  desirability. 

By  mean-s  of  the  principle  of  marginal  desirability,  ex- 
plain the  following: 

(fl)  The  housewife,  in  the  above  example  (paragraph  24) 
stopped  with  the  purchase  of  the  twentieth  cake  of  soap, 
although  she  desired  man)'  more.  If  the  price  had  been 
reduced  from  five  to  four  cents  a  cake,  she  would  have 
purchased  twenty-five  cakes. 

{b)  One  enjoys  the  maximum  desirability  1>y  maintain- 
ing an  equality,  so  far  as  he  can.  of  the  marginal  desirabili- 
ties of  the  ditTerent  goods  he  buys. 

(c)  An  essential,  such  as  bread,  is  worth  less  than  a 
luxury,  such  as  a  diamond. 

((f)  One  ordinarily  attributes  no  value  to  air. 

it)  A  part  may  be  worth  more  than  the  whole;  for  by 
destroying  a  portion  the  remainder  goe.s  up  in  price. 

(/)  In  a  fair  trade,  both  parties  arc  benefited. 
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I.  Viliat  b  k  duukvt?  i.  Examples  of  a  m«Tkct.  j.  TnunportaUoD 
nlentb  the  m&rkct.  4-  Wheat  t*  wild  in  a  hrond  market.  ;.  Tranxportinf 
ca*ts  Uko)  into  acrount.  6.  The  drmand  at  Liverpool.  7.  Tlic  com- 
mwokAlion  of  mroniMiion.  8.  Market  ixtiua  unil  price.  4.  The  market 
pdoe  at  Hiua ting- point  bctwe«ii  market  supply  and  market  dnnand.  to. 
Th«  problem  of  price  it.  The  prite  level  i3.  Price  making.  13.  Con- 
ditlooA  (v(  pricc-Bukiag:  (I)  One  ivllcf  miihoiit  a  marpnal  limit.  <II}  One 
■dkr  with  a  nniEiiial  Ucnft.  (Ill)  A  number  vi  kHcts  vith  marEioal 
KMit.    (I\'}  T»o-iided  compctttJoii.    14-  Excidics. 

X.  What  Is  a  Mark«t7— In  commoa  parlance  wc  have 
"the  world  market, "  "the  American  market,"  "the  New 
Yorkmarkct."  "the  New  Orleans  market,"  etc  Thcscex- 
pressions  signify  place  as  essential  to  the  definition  of  a 
market.  Again  we  have  "the  wheat  market."  "the  money 
market,"  "the  cotton  market."  These  expressions  centre 
around  the  idea  of  a  partiadar  commodity.  We  debate 
the  advisability  of  establishing  a  "central  city  market"  to 
which  farmers  may  bring  their  various  products  and  dis- 
pose of  them  direct  to  the  consumers.  Here  the  word 
market  signifies  the  coming  together  of  buyers  and  sellers 
with  respect  to  a  number  of  different  commodities.  The 
ytOTil  market  is  abused  by  such  a  variety  of  uses  that  wc 
q>are  space  to  give  it  precise  definition. 

The  weird  market  (low  not  siKnify  any  particular  place 
nor  does  it  refer  to  a  group  of  commcMlities  indiscriminately. 
It  means  an  agreement  within  a  group  of  exchangers  as  to 
the  price  of  a  particular  species  uf  commodity.  It  will  be 
seen  that  tlwre  is  no  such  ctmccpt  as  a  demand  for  or  a 
supply  of  a  group  of  unlike  commoditits.    Supply  and  dc- 
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mand  refer  to  one  species  of  commodity,  cotton,  for 
instance,  at  a  uniform  price.  The  adjustment  of  sup- 
ply and  demand  lakes  place  in  a  market,  therefore  one 
market  emlKxlies  one  species  of  commodity  and  one  group 
of  exchangers.  In  one  market  are  found  all  of  the  influences 
of  supply  and  demand  which  converge  toward  a  uniform 
price.  Due  allowance  in  price  must  be  made  in  alt  cases 
for  costs  of  transit  which  are  occasioned  by  differences  in 
the  physical  location  of  the  goods  marketed. 

It  is  a  matter  of  no  consequence  whether  the  bayers  and 
sellers  of  a  species  of  commodity  live  in  the  same  \'illage 
or  in  different  continents,  they  belong  to  the  same  market 
by  virtue  of  the  fact  that  they  buy  from  and  sell  to  each 
other.  In  tlie  market  goods  may  be  sold  by  actual  exhibit, 
or  by  sample,  or  by  mere  description.  The  traders  in  a 
market  may  meet  face  to  face  or  be  on  opposite  sides  of 
the  water.  They  may  make  their  offers  and  bids  by  word 
of  mouth,  by  symbol,  by  wire,  or  by  any  other  means.  It 
has  no  bearing  on  the  defmition  of  a  market  whether  a 
commodity  be  controlled  by  an  absolute  monopoly  or  sub- 
ject to  unrestricted  competition.  Many  writers  deny  that 
there  is  a  market  where  competition  is  restricted.  But  if 
a  monopoly  product  like  anthracite  coal  is  not  sold  on  the 
market,  then  where  h  it  sold  ? 

3.  Examples  of  a  Market — There  are  as  many  markets 
as  there  arc  groups  of  exchangers.  A  manufacturer  sells 
one  hundred  dozen  hats  of  the  same  grade  to  a  wholesaler. 
The  wholesaler  resells  to  twenty  jobbers;  the  jobbers  resell 
to  two  hundred  retailers;  the  retailers  resell  to  a  thousand 
consumers.  This  is  an  example,  not  of  one  but  of  four 
markets. 

There  are  as  many  markets  as  there  are  differences  of 
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price  after  allowing  for  costs  of  transportation,  freights, 
deterioration,  insurance,  and  tlie  like.  One  market  implies 
uniformity  in  the  grade  offered  for  &ale.  ft  is  obvious  that 
if  a  vender  offers  different  portions  of  his  supply  at  differ- 
ent prices  the  purchasers  will  buy  at  the  lower  price. 
There  would  be  no  demand  at  the  higher  asking  price  and 
a  keen  demand  at  the  lower,  the  effect  of  which  would,  of 
course,  result  in  a  common  uniform  price-  Suppose,  now, 
that  the  manufacturer  sells  fifty  dozen  bats  to  a  whole- 
salcr  in  Winnipeg  at  one  price,  and  that  he  makes  a  atmi' 
lar  sale  to  a  wholesaler  in  Memphis  at  a  different  price; 
each  of  these  sells  to  twenty  jobbers  (both  sell  to  forty 
jobbers),  charging  each  jobber  a  different  price  from  all 
the  others.  Each  jobber  sells  to  ten  retailers,  charging  no 
two  the  same  price  (all  jobbers  thus  sell  to  four  hundred 
retaOers).  How  many  markets  are  here  indicated?  In 
this  example  we  have  two  prices  as  between  the  manufac- 
turer and  the  wholesalers,  which  means  two  groups  of 
exchangers  and  two  markets;  as  between  the  wholesalers 
and  jobbers  there  are  forty  markets,  and  four  hundred 
markets  between  the  jobbers  and  the  retailers.  This 
totab  four  hundred  and  forty-two  markets. 

Another  example  is  needed:  The  manufacturer  of  "Mrs. 
Blank's  Face-Cream"  maintains  a  restricted  price  policy. 
He  widely  advertises  the  retail  price  of  his  article  at  50 
oeata.  He  sells  without  discrimination,  large  lots  and 
small,  to  fifty  wholesalers  at  30  cents;  he  requires  the 
wholesalers  to  sell  to  retailers  at  a  fixed  price  of  40  cents 
and  a  tbotisand  sales  are  made  to  retailers;  the  retailers 
seO  at  a  m^tained  price  of  50  cents  to  ten  thousand  con- 
suners.    Here  we  have  three  and  only  three  markets. 

Briefly  stated:  A  market  means  an  agreement  between 


Introduction  to  Economics 


i 


buyers  and  sellers  with  reference  to  the  exchange  of  a 
species  of  commodities  at  a  uniform  price,  with  aUowance 
for  costs  of  transit.    Like  goods  in  a  given  market  at  the    „ 
same  time  sell  at  the  same  price.  ^ 

3.  Transportation  Extends  the  Market. — If  there  were 
no  transportation  facilities  each  producer  would  be  com- 
pelled to  dispose  of  his  wares  in  the  immediate  vicinity  of 
their  production.  Transportation  extends  the  boundaries 
of  a  market,  without  respect  to  political  boundaries.  Et« 
tended  markets  permit  the  individuals  of  each  communit] 
to  enjoy  a  variety  of  goods  coming  from  the  different  cli- 
maccs,  soils,  and  deposits  of  resources.  Trade  is  a  means 
of  adjusting  our  goods  to  our  desires,  and  the  broader  the 
market  the  more  perfect  becomes  the  adjustment  of  our, 
means  to  the  meeting  of  our  desires. 

4.  Wheat  is  Sold  in  a  Broad  Market — The  wbcat-croiT 
of  1914-15  was  the  largest  crop  in  the  histor>'  of  this  coun>_ 
try.    One  would  reason  that  the  price  of  wheat  would  wB 
correspondingly  low.    But,  in  fact,  the  price  became  so 
high  as  to  alarm  the  public  and  mate  a  demand  to  stop 
its  exportation.     How  e-tplain  this  fact  ? 

Wheat  is  subject  to  definite  classification  according  to 
grade  or  quality.  All  traders  know  exactly  what  is  meant 
when  any  particular  grade  is  mentioned,  therefore  Ihcy 
may  intelligently  buy  and  sell  wheat,  which  may  be  located 
in  any  part  of  the  world,  or  which,  in  fact,  may  not  be 
bar\'cstcd  at  the  time  a  trade  is  made.  Moreover,  wheat 
is  durable,  thus  making  it  capable  of  being  transported  to 
any  part  of  the  world.  Some  countries  produce  a  surplus 
and  export  wheat,  while  other  countries  cannot  supply 
th«r  needs,  thus  becoming  importers.  The  following 
tables  show  these  facts: 
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AVERAGE  ANNUAL  EXPORTS  (IMO-lftW)   OF  ftTlEAT  OF  SIX 
PRLXCIPAL  EXPORTING  CX)UNTR1ES 


CeaHlry  BmsMs 

Riant I48,f6i,7fle 

AiSBDilu 96^58,600 

Cuwl* t>5fi^.So9 


County  Btakdi 

United  StftUs 53iB34,7oa 

Intiia 40,711,100 

Atutralu. sbfija,-]oo 


AVERAGE  ANNUAL  IMPORTS  (IWB-1913)  OF  WHE.AT  OF  SIX 
PRINCIPAL  IMPORTING  COUNTRIES 


Covntry  BtukHs 

Netherlandt AjiiSS>>oo 


I 
I 


CtmnlTf  Btuhfls 

Ctcat  BritAin  uid  IrdaiMi  191,693,300 

Gcnnuv 87aS7/)00    luly 56,301,900 

ndaJum 73^iJ,8oo    Fnncc 34,169,500 

(Tliac  tablet  and  the  remarks  on  Uic  wheat  market  are  litutai  nn  chi^iter 
Xn  of  Pro(M»ot  L.  U.  D.  Weld's  ncdknt  book,  Tbc  Morlcettng  of  Farm 
FtoducU.) 

These  figures  show  that  the  large  importers  are  confined 
to  a  small  place  in  western  Europe.  Liverpool  is  the  trade 
centre  of  this  consumption  area.  The  exporting  countries 
arc  in  both  the  northern  and  southern  hemispheres;  their 
crops  mature  in  <titTerent  seasons.  The  following  table 
shows  the  sources  of  the  Liverpool  market  wheat  receipts 
throughout  the  year: 


To  Liverpoo) 

ia  JftDUBiy 

from  Australia. 

M                  <■ 

"    Fcbniaiy 

Australia,  Argentina. 

«                  11 

"    March 

Australia,  Argcntma. 

M               I< 

"    April 

ArgL'ntiaa. 

M               U 

"    May 

M               U 

"    June 

India. 

n            •' 

"    July 

IndiK. 

M                It 

"    August 

India,  United  Slatcft. 

■1                       •! 

"    September 

United  Slates,  Russia. 

u              <■ 

•'   October 

United  Stnie»,  Rtissia.,  Canada- 

a         u 

"    November 

Russia,  Canada. 

n          •• 

"    December 

Canada. 

IfS 
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Wheat  may  be  bought  and  sold  prior  to  its  production, 
ro&y  be  trajisportcd  any  distance,  may  be  stored  through 
time,  matures  at  different  times  thToughout  the  year,  and 
from  exporting  countries  it  diverges  toward  a  common 
centre  at  LiveqKwI.  What  is  more  natural  than  that  a 
highly  oi:ganizcd  wheat  market  should  grow  out  of  these 
conditions?  The  Liverpool  market  may  better  be  termed 
a  world  market  because  in  it  the  influences  of  supply  and 
demand  are  international  in  scope  and  operate  toward  a 
uniform  price.  M 

5.  Traosportiiig  Costs  Taken  Into  Account.— The  Chi-  ™ 
cago  or  Minneapolis  price  of  wheut  is  approximately  that 

of  the  IJvcrpool  price,  minus,  of  course,  the  cost  of  insur- 
ance, freight,  handling,  etc.  Were  the  Chicago  price  ap- 
proximately as  high  as  the  Liverpool  price  no  American 
would  export  bis  wheat.  But  we  produce  a  surplus  be-  fl 
yond  our  needs  and  the  competition  of  sellers  pushes  down 
the  price,  making  it  profitable  to  export  to  Liveipool.  We 
are  each  year  on  an  "export  basis";  that  is  to  say,  we  find 
it  profitable  to  export,  because  we  have  a  surplus. 

6.  The  Demand  at  Liverpool.— The  Liverpool  demand  is 
an  aggregate  of  the  offers  of  consumers  who  buy  directly 
or  indirectly  through  that  market.  One's  demand  is  in- 
tense in  proportion  to  his  desire,  coupled  with  his  ability 
and  willingness  to  pay.  The  market  demand  for  wheat  is 
somewhat  elastic,  for  if  the  price  is  too  high,  rye,  barley, 
and  other  substitutes  would  be  used;  small  variations  la 
price  would  occasion  large  variations  in  the  volume  of 
sales.  The  demand  for  foreign  wheat  would  diminish  if 
the  importing  countries  were  blessed  with  a  large  crop. 
Or  in  case  these  nations  arc  impoverished  by  war,  the  de- 
mand will  diminish,  because  the  people  will  have  but  lib* 
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tie  purchasing  power.  A  shortage  of  crop  in  Russia  and 
Canada  will  operate  to  increase  the  price  of  wheat  from 
other  parts  of  the  world,  because  prices  must  be  forced 
high  enough  to  induce  a  larger  shipment  from  other  coun* 
tries.  Liverpool  can  get  wheat  in  any  case  only  by  out- 
competing  the  potential  buyers  in  the  exporting  countries. 
In  1914-15  the  United  States  and  Argentina  had  a  large 
surplus  of  wheat.  Russia's  surplus  could  not  get  through 
the  Dardanelles;  Canada  and  India  had  small  crops,  and 
Australia's  crop  was  a  failure.    There  was  an  international 

.play  of  forces  which  brought  high  prices  to  the  American 

'&rmcr. 

The  suppliers  and  dcmandcrs  throughout  the  countries 
above  mentioned  compose  a  single  group  of  c:[changcrs 
within  which  agreements  arc  reached  as  to  the  price  of  a 

^particular  commodity.  This  fulfils  all  the  reqm'rements  of 
a  market.  The  expression,  a  world  madcet  for  wheat,  is 
justified. 

7.  The  Communicatioo  of  Information.— Wc  have  nicn- 
tKmcd  transportation  or  the  movement  of  commodities  as 
essential  to  a  broad  market.    But  it  must  be  kept  in  mind 

^that  8  market  implies  intimate  business  relations,  a  mcet- 
of  the  minds  of  buyers  and  sellers  with  respect  to  the 
price  of  commodities  dealt  in.  The  submarine  cable  brings 
Liverpool  and  the  Chicago  wheat-pit  together,  and  it 
unites  Liverpool  and  New  Orleans  with  respect  to  cotton. 
Conditions  of  transportation  and  the  communication  of 
information  are  essential  to  the  idea  of  a  market.  These 
conditions  are  essential  to  the  converging  of  influences 
toward  a  market  price.  Without  these  conditions  each 
community  would  have  its  own  independent  market,  but 
with  the  perfection  and  cxten^on  of  the  agencies  of  com- 
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munication  the  market  broadens.  Local  markets  lose  their 
indq)endencc  with  the  broadening  and  uniting  of  the  com- 
munity of  interests. 

Frequent  publications  of  statistical  and  other  informa- 
tion bearing  upon  both  the  present  supply  and  the  prob- 
able future  supply  are  of  great  aid  to  a  group  of  exchang- 
ers. To  the  extent  that  such  information  is  complete, 
man  may  reason  rather  than  guess  on  turns  in  price.  The 
tendency  towanJ  gambling  is  repressed,  and  we  have  tlie 
wholesome  efTect  of  an  approximation  toward  uniform 
prices  through  time. 

8.  Market  Ratios  and  Price. — The  market  ratios  of  ex- 
change taken  as  a  whole  can,  of  course,  neither  lisc  nor 
fall.  If  to-day  one  ox  will  exchange  for  twenty  sheep, 
whereas  yesterday  one  ox  exchanged  for  twenty-five  sheep, 
we  must  say  that  relative  to  the  sheep  the  ox  has  gone 
down,  or  relative  to  the  ox  the  sheep  have  gone  up.  Thus 
we  know,  both  cannot  rise  or  fall  at  the  same  time  in 
relation  to  each  other;  and  what  is  true  of  the  ox  and 
sheep  holds  for  all  commodities.  All  commodities  cannot 
simultaneously  rise  or  fall  in  relation  to  each  other,  yet 
they  may  rise  or  fall  in  relation  to  any  one  among  the 
number.  If  cattle  be  the  species  of  commodity  selected, 
commodities  in  general  may  rise  or  fall  in  relation  to  cat- 
tic.  The  exchange  ratios  of  other  commodities  to  one 
selected  commodity  arc  their  prices.  Prices  are  generally 
expressed  in  terms  of  money,  "yet,"  says  F.  A.  Walker, 
"it  is  equally  correct  to  say  that  the  price  of  a  horse  is 
seventy-five  bushels  of  wheat,  as  to  say  that  it  is  Sioo." 
And  we  may  add  that  while  seventy-five  bushels  of  wheat 
is  the  price  of  the  horse,  the  horse  is  the  price  of  seventy- 
five  bushels  of  wheat.    In  every  exchange  there  are  two 
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prices;  if  one  exchanges  his  dog  for  a  fighiing-cock,  the 
price  of  the  fighting-coct  U  the  dog,  and  the  price  of  the 
dog  is  the  fighting-cock. 

Despite  the  fact  that  price  U  the  amount  of  one  coni- 
tnodity  given  in  exchange  for  another,  wc  usually  think  of 
price  in  terms  of  money.  The  money  price  of  a  thing  is 
nothing  more  or  less  than  the  amount  of  money  given  in 
exchange  for  that  thing.  From  childhood  we  are  accui;- 
tomed  to  the  use  of  money,  we  think  in  terms  of  it,  adjust 
our  tlealings  to  it,  evaluate  commodities  in  terms  of  it. 
We  ill!  sjjeak  a  common  language,  or  know  preciselj'  what 
is  meant  when  talking  tn  terms  of  money.  Money  L<;  the 
one  form  of  wealth  generally  acceptable  in  exchange.  Its 
common  use  and  general  exchangeability  as  between  all 
classes  in  the  community  make  it  practical  and  necessary 
to  speak  of  prices  in  terms  of  money. 

9.  The  market  price  is  the  equating- point  between  mar- 
ket supply  and  market  demand  in  a  market.  This  mar- 
ket price  tends  to  bring  all  individual  prices  in  conformity 

nth  itself.    If  one  could  market  his  com  at  Si  a  bushel 
would  not  sell  to  his  neighbor  at  90  cenU,  and  his 
righbor  would  refuse  to  pay  $1.10  could  he  buy  in  the 
market  at  $i. 

10.  The  problem  of  price  is  to  explain  the  price  move- 
ments which  cause  goods  to  be  cheap  or  dear.  Business 
men  become  expert  in  forecasting  the  prices  of  certain 
commodities.    The  cotton-speculator  has  an  office  equipped 

^with  every  de^ncc  for  obtaining  information  which  may 
lect  the  price  of  cotton.    As  a  ^ccialist  on  cotton  his 

judgment  regarding  movements  in  the  price  of  steel  may 
worth  little  or  nothing.  But  he  has  at  his  finger's  end 
knowledge  of  the  influences  behind  the  supply  of  and  the 
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demand  for  cotton.  Uc  knows,  for  instance,  of  tbe  prob- 
able need  of  cotton  for  explosives,  of  changes  In  fashions, 
of  the  use  of  substitutes  for  cotton;  if  there  has  been  a 
storm  in  India,  or  a  flood  in  Brazil,  or  a  boU-weevfl  pest 
in  Texas,  or  a  shortage  of  cars,  or  an  attempt  to  corner  tbe 
market ,  or  a  st  rike  at  the  cotton-mDls,  or  a  blockade  around 
the  Liverpool  market,  he  knows  both  the  fact  and  its 
probable  influence  on  the  price.  The  business  man  is 
interested  primarily  in  one  or  two  commodities  and  can 
forecast  the  prices  with  surpridn^  accuracy.  h 

The  economist's  task  goes  deeper;  he  must  explain  the  | 
ultimate  forces  back  of  price  movements  in  general.  The 
task  of  the  business  man  is  easier  because  he  searches  into 
the  narrow  range  of  (acts  bearing  directly  upon  his  special 
fiekl  of  interest.  Moreover,  be  assumes  in  the  beginning  ^ 
fundamental  propositions  which  the  economist  must  prove. 
The  economist  approaches  this  problem  through  an  analy- 
sis of  the  ultimate  forces  behind  supply  and  demand. 
Also  he  is  compelled  to  explain  movements  in  the  purchas- 
ing power  of  money  because  the  prices  of  goods  are  ex- 
pressed in  money,  and  must  therefore  vary  with  the  pur- 
chasing power  of  money. 

II.  The  price  level,  or  general  average  of  the  prices  of 
commodities,  if  accurately  kept  through  a  period  of  years, 
is  a  basis  for  determining  tbe  movements  in  the  general 
purchasing  power  of  a  dollar.  But  the  formulation  of  fl 
price  levels  through  a  series  of  years  is  in  no  sense  a  study 
of  price  movements.  The  prices  averaged  to  obtain  a 
price  level  simply  register  the  results  of  former  price  move- 
ments. What  caused  these  prices  to  be  as  they  are? 
This  question  puts  the  problem ;  it  sets  the  task  of  a  search 
into  the  nature  and  causes  oi  the  movements  back  of 
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piice.  There  are  many  careful  studentB  who  diligently 
collect  price  statistics  over  a  period  of  years  and  by  means 
of  index  numbers  formulate  these  data  into  price  levels. 
This  is  excellent  and  needed  work.  But  they  delude  them- 
•elves  by  terming  it  an  account  or  study  of  price  movc- 
nents  when,  In  fact,  it  is  but  an  accumulation  of  the 
effects  of  price  movements. 

13.  Price-MaUns.— In  the  market  demands  are  mad« 
and  goods  are  ofTered  for  sale.    One  obs(:^^'cs  that  trade 
takes  place  at  prices  agreed  on  in  the  process.    He  ob- 
ser\-es  further  that  higher  prices  attract  more  sellers  and  • 
that  lower  prices  attract  more  buyers.    He  sees  that  when 
prices  are  high  keen  competition  among  the  sellers  pushes  * 
the  price  down,  and  that  when  prices  are  low  keen  com-  *" 
petition  among  buyers  pushes  the  price  up.    What  he  does 
not  see  are  the  subtle  and  real  but  unexpressed  marginal 
desirabilities  limiting  or  fixing   the  lowest  figure  below 
which  the  sellers  will  not  part  with  their  goods,  and  the 
upper  limit  to  the  bids  of  the  buyers.    \Miatevcr  the  hid- 
den  facts  may  be,  however,  the  bald  fact  stands  out  that 
the  expressed  supply  and  demand,  the  actual  and  disclosed 
figures  of  the  buyer  and  seller  fix  the  market  price.    The 
ma^et  price,  as  above  noted,  is  the  point  at  which  mar-  ^ 
kct  supply  and  market  demand  are  equated. 

13.  Conditions  of  Price-Making. — We  may  briefly  out- 
Uiie  the  usual  conditions  under  which  prices  are  made.' 


One  sdler  without  a  limit  below  which  he  will  not  sell: 

(i)  Odc  seller,  one  noa-reptodudblc  good,  one  buyer. 
(3)  One  leUer,  one  oon-reprodudblc  good,  several  buyen 
(ooe^ided  competition). 

*  BfoQopoiy  prices  will  be  (Uscuatcd  ia  Kooliici  conncctloa. 
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(3)  One  seller,  a  Dumber  of  non-reproducible  goods,  several , 

buyers  (onc-udcd  comiKiiiion). 

Q.    One  seller  iritb  a  limit  below  wbich  he  will  not  acU: 

(i)  One  Kller,  one  non-reprodudble  (ood,  one  buyer. 

(a)  Ooe  seller,  one  non-reproducible  good,  several  buyers ' 

(one-8id«d  competition). 
C5)  One  seller,  a  number  of  non-reproducible  goods,  several 

buyers  (one-uded  competition). 

(4)  One  seller,  a  number  of  reproducible  goods,  a  number  ^ 

oE  bu>'crs  (one-sided  competition }. 

in.     A  number  ol  Mrilers  vrith  a  limit  below  whicb  they  will  not 

seU: 

(i)  A  number  of  sellers,  a  number  of  reproducible  goods, 
one  buj'er  (one-dded  competition). 

IV.    Two-sided  competition: 

(i)  A  number  of  sellers,  a  number  of  reproducible  soods,  « 
Dumbci  of  buyers. 


I.  Ont  seUer  u-iihotU  a  Until  htlaw  whkh  he  mil  net  sell, 
(i)  If  in  a  forced  sale  there  be  one  non-reprodudble  good, 
such  as  a  rare  antique,  it  is  evident  that  if  but  one  buyer 
presents  himself  the  price  may  be  made  at  a  very  low  fig- 
ure. Something  must  be  allowed  for  bluff,  for  a  pretense 
of  hidden  facts  on  the  part  of  the  seller,  and  for  skill  at 
bargaining. 

(2)  But  the  case  will  be  very  different  with  respect  to; 
price  if  a  number  of  buyers  present  themselves  in  compe- 
tition (or  the  rare  antique.  Figure  i  is  designed  to  repre- 
sent the  buyers  by  the  symbols  B',  B*,  B*.  Their  maximum 
subjective  offers  of  $4,  $3,  $2  are  given  for  the  corres- 
ponding symbols.  The  seller  has  no  limit  below  which 
he  T^-ill  not  sell,  but,  of  course,  he  is  anxious  to  obtain  the 
largest  figure  he  can.    Ilic  three  bidders  may  start  with 
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low  ofTcrs,  each  ludding  above 
the  others  until  the  ti  is  reached. 
Beyond  this  point  B'  refuses  to 
go,  leaving  the  competition  to 
B'  and  B^  These  continue  the 
contest,  nrfther  knowing  the  oth- 
er's maximum  subject  offer,  un- 
til B''3  maximum  limit  of  $3  is 
reached.    The  price  will  fall  at 

the  point  of  B"s  last  bid,  which  will  be  somewhere  be* 
tween  S3  and  $4. 

(3)  In  case  one  seller  is  forced  to  sell,  for  anything  they 
wUl  bring,  a  collection  of  antiques  (which  are  approximately 
the  same  in  all  respects)  to  a  number  of  buyers,  a  very  dif- 
ferent situation  arises.  The  seller  may  adopt  cither  of 
two  policies:  he  may  conceal  his  supply,  offering  for  sale 
but  one  unit  at  a  time,  or  he  may  offer  the  total  supply  at 
one  time.  In  the  former  case  each  transaction  will  be 
crarried  through  as  indicated  in  Figure  i.  But  suppose 
there  are  five  units,  five  meteoric  stones  approximately 

equal  in  all  respects,  of- 
fered at  one  time  to  six 
competitors.  If  we  con- 
struct a  figure  (Figure 
3)  on  a  siniilar  plan  to 
that  of  Figure  1.  B«  will 
be  first  to  drop  out  in  the 
bidding.  Now,  if  we  as- 
sume that  one  buyer  will 
take  one  unit  there  will 
be  left  five  buyers  for  the 
five  units.    Since  all  are 
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to  be  sold  the  price  cannot  go  above  l4)  because  B'  would 
drop  out,  lca\-ing  only  four  purchasers.  The  price  will  be 
fixed  at  $4,  or  between  S3  and  $4.  All  of  the  units  would 
sell  at  the  same  price,  because  at  any  one  time  similar 
units  arc  not  treated  differently  in  the  market.  Like  por- 
tions of  a  supply  in  the  same  market  at  the  same  time  sell 
at  the  same  price,  regardless  of  the  degree  of  desirability 
which  may  accompany  each  such  portion.  If  one  unit  is 
held  for  a  lower  price  the  competition  of  bidders  will  raise 
its  price;  if  one  unit  is  held  for  a  higher  price  the  want  of 
competition  among  bidders  will  lower  its  price.  Free  com- 
petition means  uniformity  of  price  under  uniform  condiv 
tions. 

//.  One  seilcr  wUft  a  limit  b^ow  which  he  mil  not  seU. 
(i)  If  the  seller  of  a  non-reproducible  good,  for  instance 
the  original  production  of  an  old  artist,  refuses  to  part 
with  his  good  for  less  than  $2,000,  a  sale  is  conditioned  on 
the  payment  of  that  sura  or  more.  Should  one  buyer  with 
a  niaximun)  subjective  offer  of  $3,000  present  himself  a 
sale  will  be  made.  The  price  will  be  fixed  at  $2,000  or 
$3,000,  or  more  than  Ukcty  between  these  limits.  Skill  at 
bargaining  will  have  much  to  do  with  the  fixing  of  the 
price. 

Figure  3  is  designed  to  represent  the  buyer  by  the  sjTn- 
bot  B'  and  the  seller  by  the  symbol  S.  The  limit  below 
■which  S  will  not  sell  and  the  maximum  offer  of  B'  are 
given  for  the  corresponding  sjinbols.  The  figure.  I  take 
it,  is  self-explanatory,  indicating  as  it  does  that  if  skill  at 
bargaining  be  approximately  equal  as  between  S  and  B, 
the  price  will  fall  at  or  near  $2,500. 

(a)  Suppose,  however,  that  S  has  widely  advertised  his 
nire  production  and  that  a  number  of  buyers  present 
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themselves  in  competition  for 
it.  We  are  now  presented  with 
a  situation  of  common  occur- 
rence, where  a  seller  with  a  re- 
serve price  parts  with  his  good 
under  the  condition  of  one- 
sided competition.  Again  we 
may  resort  to  the  aid  of  a  fig- 
ure which  will  visualize  the  FioniE  3 
transaction.  Figure  4  is  con- 
structed according  to  the  plan  of  Figure  3.  Wc  have 
here  represented  one  seller  with  a  reservation  price  of 
$3,ooo»  and  six  buyers  whose  maximum  ofTers  range  from 
$t,ooo  to  $6,000.  A  sale  will  tje  made  because  there  are 
buyers  willing  to  pay  more  than  S  holds  as  a  reserve  price. 
But  where  will  the  price  be  fixed?  Competition  between 
btO'ers  must  answer  this  question.  Competitive  bidding 
will  first  eliminate  B',  and  as  it  progresses  B*,  B*,  B*  will 
successively  drop  out.  B'  and  B',  neither  knowing  what 
the  other  may  have  "up  his  sleeve."  remain  in  the  contest. 
B*,  however,  drops  out  the  moment  that  the  maximum 

which  he  would  pay 
nD  ($5,000)  is  passed.  This 
leaves  the  price  to  be 
fixed  at  any  bid  which 
B'    may    make    above 

$5.ooo- 

(3}  A  seller  may  have 
a  number  of  non-repro- 
ducible goods,  alike  In 
all  respects,  which  he 
would  not  sell  below  a 
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certain  6gure.  Assume  that  he  has  a  reserve  price  o{ 
$3,000  on  each  of  five  $ucb  goods,  and  that  six  bidders 
enter  into  competition  for  them.  As  in  paragraph  3, 
under  the  heading,  "One  seller  without  a  limit  below  which 
he  wiU  not  sell,"  this  seller  may  have  cither  of  two  selling 
policies;  he  may  conceal  the  sufjply  and  offer  for  sale  but 
one  unit  at  a  time,  or  he  may  offer  the  whole  supply  at 
one  and  the  same  time.    Assuming  that  each  buyer  will 

take  but  a  single  unit  in  any 
case,  we  may  proceed  to  ex- 
plain by  ud  of  the  accom- 
panying Figure  5.    If  we  as- 
sume a  policy  of  selling  one 
unit   at    a    time    the   above 
description    accompanying 
Figure  4  will  show  that  the 
price  of  the  first  unit  .sold  will 
be  above  $5,000,  with  $6,000 
as  a  majdmum.    The  second 
unit  will  l>e  above  $4,000,  with  $5,000  as  a  maximum;  the 
third  $i,ooo  to  $4,000;  the  fourth  $3,000  to  $3,000,  and  the 
fifth  will  be  exactly  82,000. 

If  all  are  thrown  on  the  market  at  one  time  they  must 
sell,  as  we  have  seen,  at  one  uniform  price.  (See  para- 
graph accompanying  Figure  2  above.)  This  pric-e  could 
not  be  below  the  seller's  Kxrve  price  of  $2,000,  nor  coidd 
it  be  higher  than  $2,000,  because  there  would  be  only  four 
buyers  willing  to  pay  more  than  $2,000. 

(4)  The  case  of  one  seller  of  a  number  of  reproducible 
goods  to  a  number  of  buyers  presents  the  case  of  a 
selling  monopoly.  Monopoly  price  holds  such  a  con- 
spicuous place  in  economics  that  it  is  thought  best  to  re- 
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serve  space  for  more  detailed  discossion  in  the  followiiif 
ch^ten. 

III.  A  number  of  seUers  Tcith  a  limit  beUrw  which  they 
wilt  not  stU.  (0  A  number  of  sellers  may  actively  com- 
pete in  the  selling  of  a  number  of  commodities  similar  in 
•n  respects.  They  may  or  may  not  have  a  limit  below 
which  they  will  not  sell.  It  is  termed  «  buying  monopoly 
when  ihcy  have  to  sell  to  a  single  purchaser.  This  point 
must  await  Its  turn  for  consideration.  It  Is  called  two< 
udcd  comiwtilion  when  they  compete  in  selling  to  a  num- 
ber of  competing  buyers. 

IV.  Two-sidtd  competition,  (i)  The  selling  of  a  number  J 
of  like  commodities  by  a  group  of  competing  sellers  to  a 
group  of  competing  buyers  Ls,  as  above  stated,  two-sided 
comjwtition.  This  represents  the  usual  manner  of  buy- 
ing and  selling  on  the  mailcet.  We  have  seen  that  as  the 
price  is  lowered  the  number  of  sales  is  increased  in  two 
ways:  (a)  More  buyers  come  into  the  market,  (b)  each 
buyer  may  take  a  larger  number  of  goods.  The  reverse  of 
this  is  true  in  case  the  price  is  raised.  The  sellers,  in  turn, 
will  throw  a  larger  supply  on  the  market  with  a  rise  in  J 
price,  and  vice  versa.    This  may  be  indicated  as  follows: 


BusbcU 
At  to.fto  buycn  will  purchase  >o,ooo 
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^^H             (3)  The  above  sui>ply  and  demand  scales  may  be  graphi-  V 
^^H         cally  represented  by  superimposing  one  curve  upon  the 
^^H         other  (Figure  6).    The  distance  from  the  point  of  inter- 
^^H         section  of  the  supply  and  demand  curves,  A',  to  the  base 
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supply  equals  the  amount  that  will  be  sold  at  that  piice.  J 
TTiat  Is  to  say,  market  supply  and  market  demand  are  v 
equal  (the  amount  sold  is  equal  to  the  amount  bought) 
and  that  market  price  is  the  equating- point  between  them. 
Should  the  price  be  arbitrarily  marked  up  to  86  cents  (see 
Figore  6)  there  will  be  fewer  who  are  anxious  to  buy  and 
more  who  are  anxious  to  sell,  or  if  marked  down  to  84 
cents  then  more  would  be  aimous  to  buy  and  fewer  anxious 
to  sell.  Such  would  destroy  the  equilibrium  between  sui>- 
p]y  and  demand. 

Under  free  competition  the  price  would  automatically 
revert  to  the  point  of  equality  between  market  supply  and 
market  demand.  The  market  price  is,  under  active  com-  ^ 
petition,  predscly  at  a  point  or  margin  of  both  market 
supply  and  market  demand-  The  same  point  (market 
price)  marks  the  margin  for  both  sides  of  the  market  equa- 
tion. At  this  point  of  85  cents  in  a  nicely  adjusted  mar- 
ket there  are  indifferent  buyers  and  sellers;  sellers  who  will 
withdraw  If  the  price  drofw  a  fraction,  buyers  who  will 
withdraw  if  the  price  rises  a  fraction.  These  least  eager 
buyers  and  sellers  are  strictly  marginal  buyers  and  sellers. 
These  have  been  inaptly  termed  the  marginal  pair  (the 
least  eager  buyer  and  seller),  as  if  there  could  be  but  one 
such  person  on  either  side  of  the  market.  There  may  be 
uy  number  on  cither  side  of  the  market  barely  willing  to 
exchange  at  this  point. 

A  buyer  and  seller  in  the  market  trade  at  one  market 
price.  This  ailows  a  margin  0/  advantage  for  the  sellers  ^/ 
who  would  take  less  and  for  buyers  who  would  pay  more. 
At  a  market  price  of  85  cents  there  is  a  margin  of  advan- 
tage of  5  cents  for  those  buyers  who  would  pay  qo  cents, 
also  there  is  a  margin  of  advantage  of  5  cents  for  those 
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sellers  whose  resen-ation  price  is  80  cents.  The  buyer's 
margin  of  advantage  is  equal  to  the  difTerence  between 
what  he  does  pay  and  the  maximum  which  he  would  pay 
rather  than  forego  the  good,  whereas  the  seller's  margin 
of  advantage  is  the  difference  between  the  market  price 
of  the  good  anti  his  resen-alion  price.  The  surplus  desir- 
ability thus  acquired  is  the  giun  or  product  of  trading. 


14.  Exercises. — i.  Doe<{  a  large  congregation  of  people 
among  whom  goods  are  exchanged  by  barter  constitute  & 
market? 

3.  Assume  that  a  local  merchant  contracts  with  a  fanner 
to  take  his  total  supply  of  cotton  at  the  end  of  the  season, 
paying  for  it  the  market  price  prevailing  at  the  time  the 
cotton  is  marketed,  and  that  he  allows  the  farmer  to  take 
goods  from  his  store  prior  lo  the  maturity  of  the  crop,  and 
that  he  agrees  to  pay  the  fanner  the  residue  in  money 
after  the  crop  is  gathered.  Is  this  purchase  made  in  a 
market?  If  so.  is  the  market  any  particular  place?  If 
not,  what  is  the  market? 

3.  Assume  that  the  cotton  mentioned  in  the  above 
question  is  sold  by  the  local  merchant  to  a  New  Orleans 
merchant,  and  resold  by  the  latter  in  a  cotton  exchange. 
Do  thc-sc  difTercnt  exchanges  take  place  in  the  same  mar- 
ket? 

4.  Is  Montgomer>'  Ward  &  Co.  a  market  or  many  mar- 
kets? If  a  market,  or  markets,  what  is  the  location?  Is 
the  wheat  market  located  at  Minneapolis,  or  Chicago,  or 
Liverpool,  or  docs  it  have  a  location?  What  is  meant  by 
a  "world  market  for  wheat?" 

5.  Tell  what  is  meant  by  the  italicised  phrases  in  the 
fol!m*-ing:  All  produce  /or  ihe  market;  he  has  gone  to  the 
market;  government  control  si>oiled  Ike  marktl  for  this 
product;  advertising  created  a  market  for  Pears'  soap;  the 
money  markci  is  dull;  a  ccntrai  city  market  tends  to  lower 
prices. 
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6.  Define  the  word  market,  and  show  its  (unction,  as 
you  have  defined  it,  in  the  industrial  world. 

7.  What  b  a  market  price?  Are  all  prices  market 
prices? 

8.  Is  the  problem  of  price  the  same  as  finding  the  price 
Icvei? 

g.  Summarize  the  conditions,  as  mentioned  in  the  lat- 
ter part  of  this  chapter,  under  which  prices  are  made. 

10.  What  would  be  the  market  price  of  wheat  under  the 
following  conditions  of  supply  and  demand: 
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CHAPTER  VIII 
VALUE  AND  DEMAND 

>.  Price,  s  nstatemenL  a.  Vxlue.  3.  Vilue  li  an  Indlvldu&lktlc  mat- 
Ur.  4.  "The  pAfadoi  of  value."  j.  Suqitus  snd  the  licnit  to  ncch&ngct. 
6.'nednaa  in  tdiwcling  expendUurca,  7.  Vsiuadon.  S.  Caution  in  the 
UK  o{  supply  And  doniind.  9.  Amount,  supply.  10.  Price-making  lllus- 
tntcd.  jr.  Market  demand  ami  murkct  supply.  11.  Deiinitiuns  tllu)- 
'tnttd.  13.  ITnrcvcalcd  pricr  limits  of  bu>Trs  and  sellers.  14.  Elastidty 
of  mariiA  demand.  15.  Complementary  goods.  i6.  Prospective  prices 
uid  pRscnl  demand.  17.  D<Tmsnd  airve.  18.  Demtuid:  questions  sod 
answers.    19.  RecapitulatiiM).    30.  Eierdses.  ^^ 

I.  Piicci  a  Restatement. — The  preceding  chapter  had  ™ 
to  do  with  the  making  of  exchanges  in  a  market,  and      j 
showed  that  in  every  exchange  a  price  emerges.     It  should  H 
now  be  clear  that  there  is  no  such  tlung  as  price,  apart 
from  an  exchange  of  one  thing  for  another.     Shoes  are 
exhibited  for  sale  and  marked  $8,  $10,  and  S15  a  pair. 
Arc  these  figures  prices?    They  are  not,  although  we  so 
sptak  of  them  in  common  parlance;  they  are  no  more  than 
the  exhibited  offers  of  the  merchant.     In  the  column  of 
stock  quotations  one  sees  a  certain  stock  offered  at  ii5>^| 
and  sees  that  the  maximum  bid  for  it  is  perhaps  only  100.  ^ 
Docs  a  sale  take  place?    There  is  no  meeting  of  minds  as 
between  buyers  and  sellers;  there  can  be  no  exchange,  and, 
in  consequence,  no  price. 

What  is  price?  The  definitions  of  price  from  the  year 
1771  to  the  present  have,  with  great  diligence,  been 
brought  together  and  classified  by  Professor  F.  A.  Fetter.* 

'The  "  Dcfioilions  ot  Pike."  Americcn  Economic  RevitK,  voL  H,  no.  «* 
pp.  7«J-8ii. 


Valfie  and  Demand 


145 


I 


I 


The  conclusion  of  this  very  able  contribution,  together 
with  the  wdght  of  authority  upon  the  subject,  ^ves  us 
this  dehnition:  "Price  is  the  quantity  of  goods  given  or 
received  in  exchange  for  another  good."  F.  A,  Walker 
gives  a  clear  expression  of  this  idea:  "Price  is  purchasing 
power  expressed  in  tenns  of  some  one  article;  power-in- 
ejchangc-for-that-article,  be  the  same  wheat,  or  beef,  or 
wool,  or  gold,  or  silver.  In  common  speech  the  word  price 
ttfings  up  the  idea  of  money-value,  the  purcha^g  power 
of  an  article  expressed  in  terms  of  money.  Yet  it  is  equally 
correct  to  say  that  the  price  is  75  bushes  of  wheat,  as  to 
say  it  is  $100." 

Price  implies  a  quantitative  exchange,  so  many  units  of 
one  thing  given  in  trade  for  another.  If  you  trade  $1  for 
a  cap,  you  give  23.22  grains  of  tine  gold,  or  its  equivalent, 
for  the  cap.  You  may  give  a  unit  of  gold,  or  wheat,  or 
iron  for  the  cap,  but  in  any  case  trade  implies  an  exchange 
of  quantities,  and  price  is  the  quantity  of  one  thing  ^ven 
io  exchange  for  another. 

In  most  cases  price,  as  stated  in  the  preceding  chapter, 
dgnifies  the  quantity  of  money  paid  for  a  good  or  service, 
but  there  are  numerous  exceptions  to  this.  Country  stores 
usually  ask  two  prices  for  their  goods— the  money-price 
aiKl  the  produce-price.  Coffee  may  be  quoted  at  35  cents 
in  money,  or  at  a  slightly  higher  price  in  butler  and  eggs. 
In  all  barter  transactions  prices  emerge,  although  no 
money  is  handled.  International  trade  is,  for  the  most 
part,  barter,  for  comparatively  little  gold  is  involved  in 
these  transactions. 

Price  is  not  what  would  be  given  if  circumstances  were 
(fifferent,  nor  is  it  what  should  be  given.  There  are  no 
"Us"  or  "sboulds"  about  it;  it  is  the  amount  (quantity) 
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of  one  thing  which,  in  ihc  process  of  exchange,  is  ^ven  (o^_ 
another  thing.  ^| 

The  [irecwling  chapter  showed  a  price  to  be  at  the  point 
of  equilibrium  between  market  supply  and  market  de- 
mand. Price  can  no  more  be  attributed  to  supply  than 
to  demand,  or  via  versa.  Demand  stationarj-,  price 
changes  with  variations  in  supply.  Or  with  supply  fixed. 
price  changes  with  variations  in  demand.  A  full  account 
of  price,  therefore,  can  be  reached  only  through  a  study  of 
supply  and  demand.  Demand,  now  to  be  considered, 
based  directly  upon  value  and  valuations.  But  what 
value? 

2.  Value.  The  word  value  is  burdened  with  a  variety  of 
meanings.  It  is  used  in  the  household  and  market -place, 
in  senses  technical  and  non- technical,  in  works  on  natural—, 
science  and  social  science  and  in  the  writings  of  popular^ 
fiction.  We  hear  these  expressions:  the  value  of  heat 
units,  the  value  of  a  word  or  phrase,  valuable  man,  valu- 
able idea  or  suggestion.  In  economic  writings  one  finds 
a  variety  of  different  uses  for  the  word,  such  as  value  in 
use,  value  in  exchange,  social  value,  objective  value,  sub- 
jective value,  and  so  on.  \fany  writers  define  the  word 
as  we  ha^'c  defined  price,  but  price  implies  an  exchange_ 
whereas  value  does  not- 

This  term  is  not  limited  to  objects  which  are  for  sale^ 
The  following  are  valuable  things,  although  not  for  sale: 
Government  reservations  of  natural  resources;  public 
buildings,  as  the  capitol,  jail,  or  schoolhousc;  parks  and 
highways;  libraries,  mu^ums,  Koolo^cal  or  botanical  col- 
lections. Within  this  class,  also,  arc  many  private  po*-J 
scssicHis,  as  the  picture  of  a  deceased  friend,  grandfather*! 
old  pipe,  one's  clothing,  and  keepsakes  of  many  kinc 
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These  things  are  not  market  facts,  are  not  for  sale,  yet  a 
definition  that  denies  value  to  them  would  not,  and  should 
not,  be  taken  seriously. 

We  shall  deiine  value  as  the  importance  which  one 
attributes  to  an  objective  good  or  service.  As  such  it  is  a 
very  real  subjective  fact,  but  it  is  difficult  to  define  it 
with  exact  quantitative  or  arithmetic  exactness.  An  ap- 
praisal of  things  in  their  quantitative  aspects  is  necessary 
as  &  foundation  for  exchanges  where  a  definite  anaouDt  of 
one  thing  is  given  in  trade  for  a  specified  quantity  of 
another,  The  idea  of  valuation  serves  this  purpose;  we 
will  explain  it  shortly. 

3.  Value  Is  an  Individualistic  Matter. — Being  the  impor- 
tance which  the  mind  attributes  to  a  good  or  service,  value 
is  in  no  sense  to  be  considered  a  part  of  the  good.  It  is  an 
error  to  speak  of  intrinsic  value,  as  though  value  were  a 
quality  of  a  good. 

The  same  good  varies  in  one's  esteem  with  the  change 
of  desire;  "witness  the  fnunpy  horror  that  was  last  year  a 
coveted  bonnet."  Wc  discover  new  qualities  in  goods, 
new  services  to  which  they  may  be  put,  and  these  lead  us 
to  attribute  importance  to  them. 

Around  her  flower-bed  a  lady  had  placed  some  odd- 
shaped  rocks,  which  she  had  found  at  a  river's  side.  A 
visitor  was  attracted  to  one  of  these,  examined  it,  and 
made  her  an  offer  of  8100  for  its  possession.  This  excited 
her  imagination,  and  what  to  her  had  been  but  a  worthless 
ornament  became  a  rare  and  precious  object.  She  refused 
the  offer,  and  refused  each  successive  offer,  except  the  final 
bid,  which  was  $5,000.  A  new  quality  was  discovered  in 
the  rock— it  contained  diamonds.  But  this  she  did  not 
know,  for  the  visitor  never  revealed  the  secret  of  his  find- 
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ing.  Her  thought  was  that  if  it  were  worth  thousands  to 
the  \isitor,  it  must  be  of  great  importance  for  her.  Thus 
value  may  be  attributed  cither  because  wc  &nd  a  new 
quality  or  because  we  suspect  such  a  quality  to  exist.  In 
any  case  value  is  subjective;  it  is  a  quality  imputed  to  an 
object. 

Again,  we  may  highly  esteem  a  good  under  one  set  oj 
circumstances,  and  a  change  of  conditions,  such  as  new 
inventions  or  styles,  may  largely  diminish  or  destroy  this 
value, 

Moreover,  we  may  highly  prize  an  object  when  we  be-^ 
lieve  it  to  have  desirability,  even  if  such  quality  is  absent. 
At  an  auction  sale  a  box  was  offered  for  what  it  would 
bring.  The  auctioneer  declined  to  say  whether  anything 
was  in  it.  He  asked  for  bids  and  the  highest  offer  was 
(3.75.  On  examination  the  purchaser  found  that  the  box 
was  empty.  That  value  was  attributed  to  the  box,  how- 
ever, cannot  be  denied.  This  but  illustrates  the  fact  that 
value  is  an  attributed  quality.  It  is  natural  for  each  and 
all  to  attribute  less  value  to  things  which  are  plentiful. 
Were  diamonds  as  plentiful  as  glass,  one  would  then 
attribute  no  more  value  to  the  former  than  to  the  lat- 
ter. 

4.  "The  Paradox  of  Value."— If  by  magic  the  supply 
of  necessities,  comforts,  and  conveniences  were  increased 
until  they  became  as  abundant  as  air,  they  would  cease  to 
have  value  attributed  to  them  and  could  command  noi 
price.  A^^len  the  total  amount  of  any  good  is  increased 
be)'ond  a  certain  point,  there  is  a  decrease  in  its  total  1 
price.  ThLs  fact  is  termed  the  "paradox  of  value."  Great  fl 
abundance  means  great  wealth  whereas  extreme  scarcity  ~ 
may  mean  high  price.    If  corn  is  scarce  and  sells  at  a  dol- 
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lar  a  bushel,  the  total  crop  will  be  worth  more  than  if  it 
were  twice  as  large  and  sold  at  forty  cents  a  bushel,  or  four 
times  as  large  and  sold  at  dghtccn  cents  a  bushel. 

When  an  indi^'idual  (or  corporation)  controls  a  largo 
portion  of  the  amount  of  corn,  wheat,  or  other  commodity, 
it  is  to  his  interest  to  increase  his  output  up  to  a  certain 
point,  and  beyond  that  point  his  self-interest  lies  in  de- 
stroying or  otherwise  limiting  the  supply  in  order  to  in- 
crease its  price.  'Hie  interest  of  the  individual  coincides 
with  sodal  welfare  so  long  as  it  is  to  his  interest  to  increase 
his  ou^ut,  but  he  comes  into  conflict  with  sodal  welfare 
the  moment  that  his  interest  tics  in  curtailing  the  supply. 
The  paradox  of  value  is  a  significant  practical  problem 
with  which  economists  and  lawmakers  must  deal  in  the 
r^ulation  of  monopoly  power. 

But  in  competitive  industries  the  case  is  otherwise.  If 
aH  crops  are  large  the  total  amount  of  produce  may  have 
a  less  total  price  than  if  the  crops  were  small.  The  indi- 
vidual farmer,  none  the  less,  finds  it  to  his  interest  to  make 
bis  output  as  large  as  is  within  his  power.  It  would  be 
unwise  for  him  to  produce  no  crop  or  a  small  crop,  because 
that  would  avail  him  nothing.  He  would  thus  increase 
the  price  for  his  competitors  at  his  own  expense. 

As  for  society,  it  is  now  clear  that  the  per  unit  price  of  a 
good  diminishes  as  the  supply  of  It  is  enlarged ;  this  makes 
it  possible  for  a  large  to  have  a  less  total  price  than  a 
small  supply.  As  for  the  individual,  we  have  seen  that 
the  marginal  desirability  of  a  good  diminishes  as  one 
comes  to  possess  more  and  more  of  it.  It  is  in  order  to 
apply  this  principle  in  the  study  of  exchange  transactions. 
We  shall  now  see  that  it  limits  and  directs  such  transac- 
tions. 
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S.  Surplus  tnd  the  Limit  to  Ezchaoges.— Modern  indus- 
try, as  we  liave  seen,  is  characterized  by  a  division  of 
labor,  spedalizatioD,  and  exchange.  One  can  specialize 
and  devote  his  every  effort  to  the  making  of  hats  because 
he  can  exchange  these  for  the  various  goods  he  may  choose 
to  acquire.  If  there  were  no  exchange  it  is  clear  that  the 
manufacturer  could  not  turn  out  five  thousand  hats  a 
month.  The  divi^on  of  labor  and  specialization  are  made 
possible  by  exchange.  When  one  specializes  in  the  mak- 
ing of  hats  it  must  follow  that  he  will  have  a  suq>Iu3  of 
bats  and  a  want  for  other  things.  But  while  he  is  anxious 
to  exchange  his  surplus  for  other  thine:s,  there  is  a  limit  at 
which  be  will  cease  trading.  This  is  the  limit  of  equal 
marginal  desirabilities. 

To  illustrate:  A  has  a  bag  of  salt,  and  B  has  a  bag  of 
rice.  They  meet  in  trade.  Each  demands  what  the  other 
has,  and  each  supplies  what  the  other  baa  not.  A  hands 
over  a  pint  of  salt  and  B  hands  over  a  pint  of  rice;  this  is 
repeated  lime  after  time.  As  his  supply  of  salt  diminishes 
A  finds  that  the  remaining  units  have  an  increasing  desir- 
ability; he  attributes  a  higher  value  to  them.  And  as  he 
acquires  additional  units  of  rice,  their  marginal  desirabili- 
ties diminish;  he  attributes  less  value  to  each  unit  of 
rice.  Ultimately  he  reaches  the  point  where  the  desirabil- 
ities of  a  unit  of  rice  and  a  unit  of  salt  are  equal,  When 
A  reaches  the  point  of  equality  of  marginal  desirabilities 
he  stops  trading  on  the  old  basis.  B  can  push  the  trad- 
ing further  only  by  offering  more  than  a  pint  of  rice  for  a 
pint  of  salt- 

This  example  illustrates  that  each  buyer  must  also  be  a 
seller,  and  that  each  seller  must  also  be  a  buyer.  There 
are  two  suppliers  and  two  demanders  in  everv  trade.    It 
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niustrates  further  that  the  limit  to  one's  tradiog  is  reached 
at  the  point  of  equality  between  two  marginal  desirabili- 
ties. 

6.  Decision  in  Directing  Erpenditures.— Every  purchase 
implies  a  decision  to  buy  on  the  part  of  tlie  purchaser. 
This  decision  may  be  the  result  of  a  whim,  fancy,  or  im- 
pulse; it  may  be  ill  con^dercd  or  well  considered,  none 
the  less  it  is  a  decision.  The  {wychologist  may  bother 
himself,  if  he  wishes,  as  to  the  manner  of  its  origin,  but  the 
economist  takes  the  dccisbn  as  a  fact  and  proceeds. 

Take,  for  example,  the  ladies  at  a  bargain -counter. 
Some  weigh  light  matters  seriously,  complaining  that  they 
cannot  make  up  thdr  minds.  Others  are  all  but  incapable 
of  deci^on,  "  like  the  ass  between  two  stacks  .  .  .  simply 
stand  and  dodder."  Stilt  others  have  a  penetration  of 
mind,  making  them  quick  of  perception  and  decision. 
Their  decisions  are  of  nice  discrimination,  are  not  ill  con- 
sideml  because  they  are  quick.  One  admires  the  quick, 
yet  accurate  decisions  of  noteworthy  business  men.  Such 
ready  decisions  are  usually  the  result  of  previous  thought 
and  cjqjcrience  applied  to  specific  cases.  Then,  too,  there 
are  those  in  the  market  who  jump  at  a  decision,  who  de- 
cide like  a  dash  without  deliberation  past  or  present. 

Profes.sor  Hoflfding  tells  how  Jeppe,  a  character  in  a 
comedy,  is  addicted  to  drink.  His  wife  has  just  given  him 
money  and  ordered  him  to  buy  soap.  He  knows  that  if 
he  squanders  the  money  his  wife  will  beat  him.  He  delib- 
erates over  the  longing  in  his  stomach  and  the  fear  for  his 
back.  "My  stomach  says  you  shall,  my  back  you  shall 
not."  Desire  plays  its  part  by  minimizing  the  one  and 
magnifying  the  other.  Jeppe  asks  himself:  "Is  not  my 
stomach  more  to  me  tfaaji  my  back"?    I  say,  "Yes." 
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"Yes"  forms  the  decision.    It  is  of  litUe  coosequencej 
whether  strong  appetite,  habit,  hunger,  cold,  fancy,  ol 
caprice  fomi.i  the  decision;    the  fact  of  economic  conae-^ 
quenccs  Ls  tJiat  decision  determines  man's  economic  be-, 
havior,  determines  the  direction  of  bis  expenditure,  deter- 
mine'; his  every  purchase  in  the  market. 

Every  good  and  service  in  the  market  is  competing  for 
the  purchaser's  dollar.  And,  unfortunately  for  hini,  he 
can  spend  his  dollar  but  once.  He  deliberates  between 
the  marginal  tleiurabiliiics  of  goods.  The  marginal  desir- 
ability of  a  free  good  is  zero,  that  is  to  say,  it  haa  no  mar- 
ginal desirability.  Deliberation  and  choice  as  between 
marginal  de^rabilitics  of  goods  must  be  limited  to  scarce 
goods.  Only  goods  that  are  valued,  and  not  all  of  these, 
enter  into  an  exchange  economy. 

The  purchaser  has  a  desire  for  goods;  the  different  goods 
which  he  may  purchase  are  the  alternatives  for  the  course 
of  his  action;  he  deliberates  between  these  alternatives  and 
the  result  of  his  deliberation  (decision)  is  to  acquire  one  ■ 
good  in  preference  to  another.  Briefly  put,  expenditures' 
are  directed  by  a  comparison  between  the  marginal  de- 
sirabilities of  different  goods;  such  comparison  leads  pur- 
chasers to  attribute  different  degrees  of  importance  to 
goods,  and  to  reach  a  resulting  decision  to  buy  one  rather 
than  another. 

7.  Valuation. — The  last  paragraph  showed  us  the  man- 
ner in  which  expenditures  are  directed.  It  is  now  in  order- 
that  we  inquire  more  particularly  into  the  manner  in  which 
one  comes  to  offer  his  own  good  or  service  for  that  of  1 
another.  Of  all  the  goods  competing  for  the  purchaser's- H 
dollar,  let  us  assume  that  his  preference  is  for  a  pair  of  ~ 
gloves.     How  did  he  reach  the  deciaon  to  part  with  what 
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be  has  for  what  he  has  not,  to  give  his  dollar  for  the  gloves? 
Subjectively  be  vrcit^heil  the  margtiul  (Icsirithtlity  of  the 
alternative  use  for  the  dollar  against  that  of  the  gloves. 
If  in  his  own  mlud  the  marginal  dc^Jrability  of  .some  one 
of  the  good^  which  the  dollar  would  buy  had  outweighed 
that  of  the  gloves,  he  would  have  attributed  higher  value 
to  it  and  would  have  decided  to  retain  his  dollar  for  the 
alternative  good  and  to  do  without  the  gloves.  On  the 
contrary,  should  the  importance  of  the  gloves  he  upper- 
most in  hts  mind,  he  at  once  comes  to  the  decision  to  offer 
his  dollar  in  exchange  for  the  gloves.  This  subjective 
weighing  of  the  importance  of  one  thing  against  another  is 
called  evaluation,  and  the  decision  to  offer  what  one  has 
for  that  which  he  has  not  b  the  outgrowth  of  the  c^alua- 
tion. 

A  valuation,  then,  is  a  subjective  weighing  of  the  impor- 
tance which  one  attributes  to  different  things.  It  may 
take  the  form  of  a  mere  price  appraisal.  For  instance, 
one  has  a  violin  with  which  he  will  not  part  for  less  than 
too  bushels  of  wheat  or  $ioo  in  money,  cither  of  these 
sums  will  be  his  price  appraisal,  despite  the  fact  that  there 
may  be  no  purchaser  for  the  violin.  Or  the  poor  man 
might  be  willing  to  pay  Sioo,ooo,  if  he  bad  it,  for  a  string 
of  matched  pearls.  Jn  this  case  the  valuation  would  be 
no  more  than  a  hypothetical  price.  Valuation,  or  price 
^ipraisalj  then,  is  but  the  price  one  would  be  willing  to 
pay  under  certain  conditions,  the  maximum  one  would 
pay  for  a  good,  or  the  minimum  which  he  would  take  in 
case  he  owned  the  good.  From  this  it  is  dear  that  all 
valuations  do  not  lead  to  a  demand  or  offer  to  buy.  One 
may  evaluate  goods  whether  he  has  or  has  not  the  means 
to  buy  them.    Again,  if  1  evaluate-a  good  In  my  posses- 
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sion  more  highly  than  a  good  which  another  owns,  I  would] 
certainly  not  oiler  to  trade  with  him.    But  while  all  valu- 
ations do  not  lead  to  offers,  all  nfTcrs  arise  from  valuations. 

When  A  and  B  met  in  trade  with  the  salt  and  the  rice, 
each  compared  the  marginal  desirabilities  of  a  unit  of  that 
which  he  had  with  a  unit  of  that  which  the  other  pos- 
sessed, Each  of  the  two  parties  to  the  exchange  of  rice 
for  salt  first  made  a  subjective  valuation  preparatory  toj 
making  an  offer.  Thus,  each  trade  implies  two  valuations,  i 
one  on  the  part  of  each  trader.  The  decision  to  make  a 
demand  or  offer  for  a  good  is,  let  it  be  remembered,  alwa>*s 
the  result  of  a  valuation. 

8.  Caution  in  the  Use  of  Supply  and  Demand.— "Mar-1 
ket  prices  are  determined  by  supply  and  demand";  this 
statement  is  so  frequently  encountered  in  the  language  of 
the  business  world  that  we  must  spare  space  to  ascertain] 
exactly  what  these  terms  mean.    Demand  must  not  be] 
confused  with  desire.    The  humblest  peas;mt  may  desire 
a  luxurious  home  with  as  much  intensity  as  if  he  were  aij 
millionaire,  but  he  could  make  no  demand  for  it.    Desire] 
must  be  coupled  with  purchasing  power  before  it  can  be- 
come a  demand.    A  hungrj'  group  of  impoverished  people] 
may  besiege  a  shop  for  bread,  and  yet  be  unable  to  demand] 
a  single  loaf.    One  must  have  purchasing  power  beforel 
he  can  demand  a  meal,  or  a  ride  on  a  train,  or  a  suit  oCJ 
clothes,  or  any  other  salable  thing  on  the  market. 

To  whom  does  a  demand  refer?  This  term  w  used  with] 
reference  to  the  buyer,  or  would-be  buyer,  who  makes  a 
reasonable  offer  (or  a  good.  One  never  demands  his  owu  i 
wares;  the  thing  demanded  must  always  belong  to  another.H 
Demand  must  not  be  confused  with  the  idea  of  the  owner's  ^ 
withholding  a  commodity  Irom  the  market  for  hb  own 
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use,  or  for  a  higher  price.  Demaod  may  be  used  with 
respect  to  an  individual  or  to  a  group  of  buyers. 

To  what  does  demand  refer  ?  It  refers  to  a  certain  arti- 
cle, be  it  potatoes,  or  cotton  clolh,  or  iron,  or  any  other 
particular  good;  there  is  no  such  thing  as  demand  indis- 
criminately for  shoes,  steel  raOs,  pianos,  peanuts,  and  all 
other  salable  things  in  the  market.  Nor  does  this  term 
refer  to  a  good  which  is  not  for  sale.  It  is  said  that  there 
IS  an  abundance  of  coal  near  the  south  pole.  For  this 
there  is  need,  but  no  demand.  The  governmcnl  is  with- 
holding coal  from  the  market.  There  is  a  desire  but  no 
demand  for  this,  for  the  single  reason  that  it  is  not  for  sale. 

On  the  other  hand,  supply  refers  to  the  person,  or  group 
of  persons,  who  offer  a  commodity  for  sale  at  a  reasonable 
price.  It  also  refers  to  a  particular  good,  and  not  to  goods 
indiscriminately. 

1 1  would  not  be  a  demand  should  one  offer  50  cents  for  a 
piano,  nor  would  your  corn  be  a  portion  of  the  supply, 
should  you  hold  it  for  Sio  a  bushel.  Such  absurd  Itgures 
are  wholly  without  the  reckonings  of  the  market,  they  are 
not  at  all  market  facts  to  which  the  market  terms  of  sup- 
ply and  demand  refer.  It  must  be  remembered  that  sup- 
ply and  demand  refer  to  a  salable  good  which  is  offered  at 
a  figure  neither  too  high  nor  too  low  for  buyers  and  sellers 
lo  consider. 

9.  Amount,  Supply.— Assume  an  isolated  community  in 
which  ten  farmers  devote  their  wealth  and  labor  to  the 
growing  of  potatoes.  Each  of  the  ten  produces  1,000 
bushels,  thus  making  a  total  of  to.ooo  bushels  of  potatoes, 
without  further  ado,  wc  may  speak  of  the  to,ocx>  bushels 
at  the  end  of  the  reason  as  the  amount  or  stock  of  pota- 
toes on  hand. 
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Each  of  the  producers  will  wish  to  retain,  to  withhold 
from  sale,  a  portion  of  bis  stock  for  food  and  for  seed. 
Asstime  that  each  withholds  loo  bushels  for  his  own  use. 
Each  will  thus  have  900  bushels  for  sale,  and  the  ten  will 
have  g.ooo  bushels  for  sale.  Assmning  that  these  9,000 
bushels  are  for  sale  (some  at  a  reasonably  high,  and  others 
at  a  reasonably  low  price),  wc  may  speak  of  Uicm  as  the 
supply.  Supply  is  that  portion  of  the  amount  which  is 
for  sale  at  asking  prices,  such  as  will  fall  within  the  con- 
templation of  buyers  and  sellers. 

10.  Price-Making  Illustrated. — Will  the  whole  supply 
of  9.C00  bushels  be  marketed  forthwith?  This  is  very  im- 
probable. The  market  demand  may  be  weak,  and  so,  were 
the  whole  supply  at  once  thrown  upon  the  market,  it  could 
be  sold  only  at  a  very  trifling  figure.  It  is  more  probable 
that  those  producers  who  have  some  money  ahead  will 
prefer  to  sell  none  of  their  stock  until  the  market  improves; 
others  who  are  in  need  of  money  will  sell  only  a  portion  of 
their  supply.  A  weak  market  demand  calls  forth  a  small 
volume  of  sales. 

It  i.s  evident  that  at  a  high  price  many  would  be  willing 
to  sell,  but  only  a  few  would  care  to  buy.  Buyers  are 
attracted  by  low  prices,  but  these  di.scourage  sellers.  The 
sclf-interesLs  of  buyers  and  sellers  pull  in  opposite  direc- 
tions.   The  following  table  will  serve  to  show  these  facts: 

At  $1,00  pUTchMcn  would  buy  i,oeobu.  and  producers  fKuld  kU  9,000  bu. 
"    t^        "  "       "    1,000  "      "  "  •*      "    8,000  " 

"     i.6a         "  "       '•    jfloo  "      "  "  ■■       "    7.000  " 

"     1.40         "  "       '•    *.ooo  "      "  "  ■'       "    6.000  " 

•'       1.70  ~-  "         •*      5,000   "        ^-  "  ~ 


1.00 

■■ 

t* 

■'   6,000  " 

.80 

<c 

tt 

"    7XWO  *' 

.60 

U 

If 

"    6,000  " 

•40 

u 

tl 

"    ^fi«>  " 
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The  table  shows  that  the  number  of  bushels  that  would 
be  bought  and  the  number  that  would  be  sold  come  to 
equality  at  the  price  of  $1.20.  Could  the  selling  price  be 
fixed  at  any  other  figure?  Could  it  be  at  a  higher  price, 
say  $1.40?  No,  for  the  number  of  bushels  that  would  be 
sold  exceeds  the  number  that  would  be  bought  by  3,000. 
Sellers  could  not  dispose  of  these  3.000  bushels  except  at  a 
lower  figure,  and  they  would  compete,  thus  driving  the 
price  down.  Could  the  price  be  lower  than  Si.ao,  let  us 
say,  $1.00?  No,  lor  at  this  figure  the  number  of  bushels 
that  would  be  bought  exceeds  the  number  that  would  be 
sold  by  3.000.  The  purchasers  for  tWs  extra  amount  could 
not  get  it  except  at  a  higher  price,  and  they  would  com- 
pete, thus  driving  the  price  up. 

We  now  see  tliat,  with  supply  and  demand  as  they  are 
presented  in  the  above  table,  the  price  could  not  be  other 
than  $i.3o.  Should  cither  the  supply  or  the  demand  vary, 
the  price  would  also  vary.  But  in  every  case  price  is  fixed 
at  the  equating-point  of  these  two  opposing  volumes. 
Although  this  appears  a  very  simple  fact,  many  writers 
fall  into  the  error  of  speaking  as  if  it  were  price  that  deter- 
mines supply  and  demand,  rather  than  the  reverse. 

Is  it  not  frequently  stated  that  "a  high  price  causes  a 
large  supply,"  or  that,  "a  low  price  brings  forth  a  large 
demand?"  It  must  be  emphaaized  that  all  prices,  even 
the  prices  of  an  absolute  monopoly,  are  determined  by 
supply  and  demand. 

A  monc^ly  first  reckons  upon  the  demand  for  its  prod- 
uct, and  then  seeks  to  control  the  price  by  manipulating 
the  market  supply.  Suppose  that  one  has  a  monopoly 
on  automobiles.  lie  knows  that  at  a  low  price  many  cars 
will  be  sold,  that  at  a  medium  price  fewer  will  be  soldj  and 
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aL  a  high  price  only  a  small  number  will  be  sold.  Suppose 
he  would  wish  to  fix  the  price  at  $500  a  car.  He  could 
not  maintain  this  price  should  he  throw  more  cars  upon 
the  market  than  buyers  would  take  at  this  figure,  for  the 
extra  amount  would  drive  the  price  down.  On  the  other 
hand,  were  he  to  market  only  a  few  cars,  competition 
among  buyers  would  raise  the  price. 

IX.  Market  Demand  and  Market  Supply. — The  volume 
sold  must  equal  the  volume  bought;  it  is  impossible  for 
the  purchases  to  exceed  the  sales.  There  is  only  one  point 
at  which  purchases  and  sales  reach  an  equilibrium;  the 
price  fixed  at  this  point  is  called  the  mcrkel  price.  This 
volume  which  is  exchanged  (or  equally  the  sum  of  these 
market  prices  which  would  be  paid)  is,  from  the  standpoint 
of  the  buyers,  the  market  demand  and,  from  the  standpoint 
of  the  sellers,  the  market  supply. 

13.  Definitions  Illustrated. — The  followuig  figure  will 
serve  to  make  clear  the  above  definitions. 


■ 


rlutprtetl 


-ig^ir-5 


POMMMM 


FlGOSS  t 


Eggs  upon  your  table  or  those  stored  for  your  persont 
use  are  wholly  out  of  the  market,  are  no  part  of  supply  or 
demand;  they  belong  within  the  area  C  above.  Just  now 
(1919)  the  price  of  eggs  in  New  York  City  is  unprecedent- 
edly  high,  yet  the  storage-houses  are  reported  to  contwn 
millions  of  dozens  held  for  a  still  higher  price.    Assuredly 
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these  arc  a  part  of  the  total  supply,  but  they  arc  no  part 
of  the  market  supply;  they  belong  within  the  area  B  In 
the  6guTC.  The  millions  of  dozens  within  the  stores  are 
subject  to  purchase  and  sate  at  the  market  price;  they  are 
at  ODce  the  market  supply  and  the  market  demand,  and 
belong  within  the  area  A  above. 

13.  Cnrevealed  Price  Limits  of  Buyers  and  Sellers.— In 
Ihc  competitive  market  a  seller  ma}'  have  an  "asking 
price"  and,  in  hts  mind,  he  may  have  a  much  lower  price 
limit  (valuation)  which  he  would  take  rather  than  forego 
a  sale.  This  valuation  Ls  in  reality  the  limit  and  he  will 
retain  possession  of  the  good  rather  than  take  a  lower 
figure.  He  will  welcome  any  ofTer  which  the  buyer  makes 
above  this  valuation.  He  will  welcome  an  offer  of  (100 
for  lus  cow  should  he  be  wilting  to  take  S60  rather  than 
forego  a  sale.  A  buyer  likewise  may  make  an  offer  mean- 
white  holding  in  mind  an  unrevealed  maximum  Ijeyond 
which  he  will  not  go.  Ue  will  welcome  anything  lower 
than  his  maximum.  Were  his  upper  limit  $&o  for  a  cow 
he  would  consider  it  a  good  fortune  should  he  have  to  pay 
only  $40.  It  is  to  be  noted  that  buyers  and  sellers  may 
not  have  such  limits  definitely  in  mind  (psychologists  say 
they  generally  have  not),  yet  the  fact  remain.s  that  there 
are  such  limits.  This  fact  of  rational  limitation  to  buying 
and  selling  is  the  only  essential  and  significant  fact  for  our 
purpose.  The  effect  of  unrevealed  price  limits  (valua- 
tions) upon  exchanges  may  tie  illustrated. 

Four  push-car  venders,  each  with  a  bushel  of  potatoes, 
arrive  at  the  street  corner,  where  they  are  met  by  five 
anxious  housewives.  A  harangue  of  bids  and  hailing 
ensues,  but  back  of  all  the  noise  are  some  significant  facta. 
The  venders  will  not  give  the  potatoes  away;  each  has  his 
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personal  valuation  below  which  he  will  not  sell,  and  each ; 
housewife  her  maximum  bid.    Will  there  be  trading?    No, ' 
if  all  of  the  valuations  of  the  venders  exceed  all  of  the 
maximum  oflers  of  Llic  vrould-be  buyers.    And  yes,  if  the 
maximum  bid  of  any  buyer  exceeds  the  lower  limit  of  any 
seller.    All  the  potatoes  will  be  sold  only  when  all  of  the  < 
maximum  bids  will  be  greater  than  the  valuations  of  all 
sellers. 

We  may  put  the  matter  differently ;  there  are  four  bushela 
of  potatoes  and  nine  contending  parties  for  their  posses- 
sion (four  venders  and  live  housewives).    After  all  the      ' 
bargaining  the  wind-up  of  the  matter  will  be  that  the  fourfl 
persons  holding  the  highest  valuations  (whether  they  be 
the  venders  or  housewives)  will  own  the  potatoes. 

Let  B  indicate  buyer  and  S  seller. 

1  B'a  vtluatkin  U  |i^  tot  i  bushcL* 

I  S'9  "  "  I.3S  "  »  " 

3  S'a  "  "  ijo  "  I  " 

s  B'»  •'  "  t.35  "  I  " 

3  S*B  *'  "  i.»  *•  I  " 

3  V%  "  "  1.(5  "  I  ■• 
4B^  "  "  no  "  I  " 
5  B'»  "  "  i«j  "  I  " 

4  S'»  *'  "  1*0  "  I  " 


According  to  this  figure,  two  bushels  arc  sold  and 
remain  in  the  possession  of  the  venders.  They  were  the 
four  highest  valuations  which  determinetl  the  ownership. 
These  imrevealed  or  hidden  valuations  are  uncovered  by 
movements  in  price,  as  may  be  seen  in  a  study  of  the  elas- 
ticity of  market  demand. 

■  Whm  tli«  vnluntioR  of  a  komI  \\  exprrs«d  by  >  sum  or  money,  it  must 
be  umdi-nuwd  Ihal  the  good  in  qucsLion  t.^i,  in  reality,  held  in  ramporiaoa 
with  itn^  ftltemUi\re  good  which  that  »iun  «f  money  would  buy. 
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14.  Elasticity  of  Market  Demand. — It  Is  Ihc  aq>cncncc 
of  merchants  that  when  the  prices  of  certain  commodities 
are  lon'cred,  even  slightly,  there  U  a  marked  increase  in 
the  number  of  sales,  and  that  when  tlic  prices  of  these 
commodities  go  up  there  is  a  marked  decrease  in  the  mar> 
kct  demand.  In  the  case  of  other  goods,  salt  for  example, 
the  number  of  sales  or  the  amount  sold  is  little  affected  by 
a  movement  in  price.  If  one  has  a  monopoly  of  salt, 
knowing  full  well  that  he  will  sell  approximately  as  much 
at  &  high  as  at  a  low  price,  would  his  asking  price  be  bi|:;h 
or  low?  We  can  answer  with  certainty  that  it  would  be 
high. 

Should  this  monopolist  control  the  supply  of  a  good  for 
which  there  were  adequate  substitutes,  should  he  contrd 
the  suf^ly  of  brick  in  the  neighborhood  of  a  stone- quarr^', 
the  case  would  be  difTerent.  If  his  price  were  exorbitant, 
buDders  would  buy  stone.  The  elasticity  of  market  de- 
mand refers  to  the  extent  to  which  the  number  of  pur- 
diases  varies  with  movements  in  price.  Salt  is  an  excellent 
example  of  a  good  for  which  there  is  an  inelastic  market 
demand;  goods  for  which  there  are  adequate  substitutes 
(cotton  for  woollen,  Unen  for  silk,  wood  for  cement,  horses 
for  mules  or  motor-trucks  for  either,  one  breakfast  food 
for  another,  tea  for  coiTee,  etc.)  are  examples  for  which 
there  are  elastic  market  demands. 

The  market  demand  for  tobacco  or  for  other  goo<ls  the 
use  of  which  constitutes  a  habit  is  comparatively  inelastic. 
The  market  demands  of  the  wealthy  arc  more  inelastic 
than  are  those  of  the  poor.  When  eggs  sell  at  60  cents 
.  dozen  the  wealthy  will  diminish  their  volume  of  purchases 
but  little,  whereas  the  housewife  of  meagre  circumstances 
will  economise,  substitute  A-go-la>  or  go  without  eggs. 
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Production  is  constantly  growing  more  varied,  and  this 
signifies  a  greater  variety  of  gooda  or  means  of  substitu- 
tion. Because  of  substitutes  the  prices  of  different  goods 
move  sympathetically.  The  price  of  any  good  for  which 
there  is  an  adequate  substitute  cannot  go  disproportion- 
ately high,  k  consequence  of  varied  production  is  that 
market  demands  are  more  elastic  and  monopolies  have  less 
power  to  fix  high  prices.  Substitutes  compete  with  one 
another,  thus  lowering  the  price  and  making  it  uniform. 

Again,  the  larger  the  number  of  buyers  at  different  price 
levels,  tlie  greater  is  the  elasticity  of  market  demand. 
Assume  two  cases: 


FiiBt,     (or  X  &t  lo  cents  there  would  be  one  buyer. 


"  X  "     9      ■• 

It 

"  two  buyers. 

"  X  "    8      " 

K 

"  three  buyers. 

Second,   "  Y  "  lo     " 

II 

"  five  buyere. 

"  Y  "    9     " 

U 

"  fifucn  buyers. 

"  Y  "    8     " 

II 

"  thirty  buyers. 

It  is  obvious  that  if  the  price  drops  a  penny  on  these 
two  goods,  X  and  Y,  the  number  of  sales,  or  market  de- 
mand, of  Y  will  be  larger  than  in  ca.se  of  X,  j.  e.,  the  elas- 
ticity of  market  ilomand  is  greater  for  Y  tlian  for  X. 

15.  Complementary  goods  are  tho&e  which  work  to- 
gether in  serving  the  same  purpose.  The  following  are 
examples:  boilers  and  engines,  sand  and  cement,  the  right 
and  the  left  shoe,  pen  and  ink,  fiddle  and  bow,  tobacco 
and  pipe,  horse  and  carriage.  Do  not  confuse  substitutes 
with  complementary  goods,  for  they  obey  different  princi- 
ples: goods  in  the  one  class  corrtspond  in  price  and  goods 
in  the  other  class  correspond  in  quaniily,  as  we  shall  now 
see.  Cornflakes  and  oatmeal  are  substitutes,  consequently 
their  prices  correspond. 
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Complemcnlary  goods,  on  the  contrary,  do  not  corre- 
spond in  relation  to  price;  tbcy  tend  to  tnaintain  a  con- 
stant ratio  in  relation  to  quaniily.  If  one  loses  a  left  glove 
of  a  two^lollar  pair  of  gloves,  he  would  give  the  worth  of 
the  pair  to  get  it  back.  Should  wc  assume  that  there  is  a 
monopoly  on  autoiuobilc -wheels,  and  that  the  owner  of  a 
$2,000  car  has  a  wheel  smashed,  it  is  c\'idcnt  that  the 
owner  of  the  car  could  be  made  to  pay  almost  if  not  the 
whole  price  of  the  car  for  a  wheel.  Well-matched  horses 
are  worth  more  in  a  pair  than  separately,  just  as  a  matched 
string  of  pearls  is  far  more  valuable  than  would  be  the 
same  pearb  singly. 

In  the  construction  of  a  house  there  arc  many  comple- 
mentary goods,  such  as  nails,  cement,  brick,  lumber,  hard- 
ware, and  the  like.  A  demand  for  a  house  is  a.  joint  dc' 
mand  for  all  the  complementary  goods  entering  into  its 
construction.  If  it  is  a  favorable  time  to  build,  if  building 
materials  and  labor  are  cheap,  it  is  eWdent  that  nails 
(being  absolutely  essential  and  but  a  small  fraction  of  the 
total  expense  of  building)  must  reach  an  extraordinary 
price  in  order  to  discourage  building.  It  is  not  the  prices 
but  the  quaniUies  of  complementary  goods  which  tend  to 
maintain  a  constant  ratio  to  one  another.  Substitutes 
compete  with  one  another;  complementary  goods  employ 
one  another. 

16.  Prospective  Prices  and  Present  Demand. — The  cid 
mands  of  the  people  arc  primarily  for  consumable  goods. 
But  the  demand  for  these  places  a  demand  upon  labor 
and  the  industries  producing  consumable  goods.  In  fact, 
a  demand  for  the  products  of  tabor  is  an  indirect  demand 
for  labor  and  for  other  productive  agencies.  It  frequently 
occurs,  as  in  December,  1916,  or  in  the  spring  of  that  year, 
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that  the  pre&sure  for  finished  goods  becomes  intense,  with 
the  consequence  that  production  is  crowded  to  the  limit. 
Such  periods,  when  there  is  not  enough  to  go  around, 
produce  apprehension  that  supplies  will  be  so  limited  as 
not  to  be  bad  at  a  reasonable  figure,  and  that  still  higher 
prices  will  prevail  in  the  future.  Buyers  rush  into  the 
market,  hoping  to  lay  in  a  stock  of  goods  before  prices  go 
up.  The  result  is,  of  course,  tliat  market  demand  is  quick- 
ened, thus  causing  prices  to  advance  rapidly  and  out  of 
proportion  to  a  normal  lime. 

At  such  times  the  newspapers  are  filled  with  resolutions 
of  denunciations  and  urgent  requests  for  investigations. 
Somebody  must  be  blamed;  storage-houses  are  denounced, 
middlemen  condemned,  coal  operators  and  railroad  offi- 
cials arc  threatened  with  public  ownership.  Kverything  is 
censured,  excepting  the  right  thing— an  excess  of  demand 
at  the  old  price.  In  lime  the  true  remedy  is  accomplished 
through  the  great  body  of  consumers  themselves.  If  a 
drought  shortens  a  crop,  or  'grubworms  take  the  com,  or 
boll-weeWls  ruin  the  cotton,  they  may  vote  one  adminis- 
tration out  and  another  in,  yet  despite  this  unwitting  con- 
fidence in  an  administration  they  come  in  time  to  find  the 
cure.  They  begin  a  substitution  of  cheaper  products  for 
dearer;  they  are  actuated  by  an  added  stimulus  to  produc- 
tion and  enlarge  the  acreage  sown  to  wheat,  oats,  barley, 
and  planted  to  potatoes,  corn,  and  cotton.  They  produce 
more  cars,  spray  the  orchards  better,  and  in  many  other 
ways  dugment  prwluction.  This  increased  production 
allays  the  ap])rehension,  brings  about  a  new  and  less  pres- 
ent demand,  and  thus  lowers  the  price. 

17.  Demand  Curve.^.A  demand  curve  Ls  a  graphic  rep- 
resentation of  the  individual  demajids;  it  reports  the  num- 
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ber  of  units  of  a  supply  that  would  be  bought  at  difTereat 
prices.  Note  the  different  circumstances  of  the  individual 
dcmandcrs  for  some  common  necessity,  tea,  for  cxaraplc. 
Some  buyers  arc  of  the  "cheap  rich"  tj-pc  given  to  extrava- 
gant expenditures;  others  who  are  woUthy  calculate  their 
expenditures  with  dis- 
crimination; some  are 
spendthrifts;  others 
have  the  temperament 
to  save;  still  others  arc 
poor  and  can  spend  but 
little;  some  arc  in  the 
habit  of  using  tea,  while 
others  care  little  for  it. 
Thus  there  arc  many 
conditions  causing  as 
many  su!)jective  valua- 
tions. The  marginal  desirability  of  the  dollar  (t.  «.,  alter- 
nati\'e  goods  which  the  dollar  would  buy)  differs  among 
the  several  buyers,  as  does  that  of  a  unit  of  tea. 

According  to  Figure  2,  A  would  be  a  marginal  buyer  at 
60  cents,  i.  c,  be  would  go  witiiout  tea  rather  than  pay 
more.  At  a  tower  price  it  is  probable  that  he  would  buy 
a  larger  quantity.  Assume  that  the  market  price  is,  as  a 
rule,  about  55  cents,  what  would  be  the  effect  on  the  num- 
ber of  sales  should  the  price  drop  to  35  cents?  It  is  cer- 
tain that  the  market  demand  (the  demand  would  not  be 
affected)  would  1*  increased  in  two  ways:  (a)  There  woidd 
be  a  larger  number  of  buyers,  and  (t)  each  buyer  on  the 
average  would  lake  more  tea.  There  would  be  more  buy- 
ers: first,  because  buyer  F  would  come  into  the  market, 
and,  of  course,  since  the  buyers  A,  B,  C,  D,  and  £  are  will- 
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ing  to  pay  more  than  55  cents  they  would  welcome  the 
opportunity  to  buy  at  that  price;  second,  the  users  of 
coffee,  cocoa,  and  the  like  would  take  to  the  use  of  tea  in 
many  cases.  The  lowering  of  the  price,  furthermore,  would 
form  an  inducement  for  each  consumer  to  buy  tea  in  larger 
amounts.  This  reasoning  is  based  upon  the  supposition 
that  the  marginal  desirabilities  of  the  buyers  with  respect 
to  both  the  alternative  use  for  money  and  the  tea  remain 
unchanged.  Such  a  supposition  is  fairly  accurate  for  short 
periods  of  time. 

18.  Demand:  Questions  and  Answers.— Some  of  the 
more  important  questions  suggested  by  the  previous  dis- 
cussion will  now  be  stated  and  answered. 

(d)  Can  one  logically  ascribe  marginal  desirability  to 
money? 

I  answer  in  the  negative.  Money  is  but  a  half-way 
house  in  a  trade.  If  I  give  you  my  cap  for  your  pen  the 
transaction  is  complete,  but  if  I  trade  the  cap  for  a  dollar 
and  hand  it  over  for  the  pen,  it  is  ob\ious  that  the  trans- 
action is  only  half  complete  when  it  reaches  the  half-way 
house — the  dollar.  Money  is  only  a  medium  of  trade, 
only  a  means  or  agency  in  the  exchange  of  the  cap  for  the 
pen.  Perchance  one  expends  his  money  for  a  ride  on  the 
train.  Why  this?  Why  did  he  not  buy  a  ticket  to  the 
ball-game,  or  buy  a  painting,  or  some  other  good?  Be- 
cause m  weighing  the  marginal  desirabilities  of  the  differ- 
ent things  his  money  would  buy  be  attached  greatest  im- 
portance to  the  ride.  As  the  check  for  your  coat  enables 
you  to  take  the  coat  from  the  cloak-room,  so  your  money 
enables  you  to  take  whatever  good  you  prefer  from  the 
market.  Tbc  check  and  the  money  have  no  marginal  de- 
sirabDity  in  themselves;  they  merely  reflect  the  marginal 
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desirability  in  something  else.  To  define  money  as  a 
"medium  of  exchange"  is  to  foreclose  the  ascribiDg  of  mar- 
ginal desirability  to  it. 

(6)  How  may  the  demand  for  a  good  be  increased? 

There  arc  two,  and  only  two,  ways  in  which  the  demand 
for  a  gooti  may  be  increased.  These  arc:  Jirst.  when  there 
is  the  same  number  of  dcmandcrs  as  formerly,  but  each 
is  willing  to  pay  a  hij^hcr  price,  i.  €.,  when  no  more  goods 
would  be  bought,  although  the  different  bidders  would  be 
willing  to  offer  a  higher  price  for  them;  second,  when  there, 
are  more  bidders  than  formerly  at  the  different  offers,  i.  e., 
more  goods  would  be  bought  than  formerly  at  the  different 
price  le\'els. 

The  first:  Assume  five  bidders  for  a  certain  kind  of  auto- 
mobile who  would  be  willing  to  pay: 

Bidder  I  would  not  pay  ovei  ti.ooo  for  one  uutomobilc: 
•I     J       (I      •>      i<      ■•         ggp  II     II  <•  ' 

(I        -  l<         II         11         H  ^^g     ■<        *■  " 

tl         .  II  II  II  II  j/vi     '*         **  " 

!•        _  If  If  (t  it  .-f^     11         ••  II 

These  figures  represent  the  maximum  which  each  o(  the 
several  bidders  would  pay.  Each  one  would  welcome  any 
less  price  than  this  maximum.  At  Si>ooo  there  could  be 
only  one  purchase,  for  no  other  bidder  would  give  so  much 
for  a  machine;  at  $8oo  there  would  be  two  purchases,  at 
$6oo  three  purchases,  at  $400  four  purchases  and  at  |23o 
there  would  be  five  purchases.  The  following  curve  (Fig- 
ure 3)  shows  the  number  of  machines  that  would  be  taken 
at  the  different  prices. 

Assume  now  that  the  sellers  undergo  ao  expensive  ad- 
va-ti^ng  campaign,  that  they  cover  the  market  with  skil- 
ful salesmen,  and  provide  excellent  5er\'ice  for  customers. 
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The  advertising,  the  work  of  salesmen  and  demonstrators, 
the  exhibits,  etc.,  educate  the  buyers  relative  to  the  (juali- 
lies  of  the  machine  unti  to  the  new  uses  which  il  may 
serve.  Through  this  extension  of  good-will  for  the  auto- 
mobile, tlie  buyers  come  to  impute  a  higher  value  to  it, 
and  are  wilEng  forthwith  to  pay  a  higher  price.    Suppose 
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that  each  bidder  places  an  ad<Ulional  valuation  represented 
by  $3oo  upon  a  car.  This  means  a  new  and  higher  de- 
mand (or  the  car;  there  are  no  more  sales,  but  the  price 
offers  are  higher.    This  situation  may  be  represented  by 

Figure  4- 

The  sec<md  way  in  which  demand  is  increased:  Assume 
that  the  effect  of  the  advertising  campaign  will  be  not  to 
cause  higher  offers,  but  to  cause  four  times  as  many  bid- 
ders at  the  several  Ggures  alwvc  given. 

Instead  of  one  there  arc  fmir  whnsc  valuation  would  be  $1,000. 

44  At        it  4k  a<  tt  tt  '*  '^  "  It^vl 

4*  l>        W  )•  (I  it  U  It  U  U  600. 

u       (I         t(  •>  II       •<        400. 

(I  t.  t.  ••  tt  "  _-_ 


yatuf  ami  Dtmaiid 


16ft 


This  means  an  increase  in  demand  by  an  increase  in  the 
number  of  dcmonfiers  at  the  difTerent  price  levels.  The 
following  figutf  (Number  s)  shows  both  the  old  ajid  the 
new  or  increased  demand. 
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Again,  a  demand  may  increase  in  both  wa>'S  because  of 
an  increase  in  the  wealth  or  average  purchasing  power  in 
the  community.  Farmers,  for  example,  are  always  more 
liberal  in  their  expenditures  just  after  a  remunerative  crop 
season.  Enlarged  purchasing  power  increases  one's  de- 
mands both  in  size  and  variety. 

(c)  Assume  that  no  change  has  been  made  in  the  valua- 
tions of  bidders,  would  the  demand  fur  automobiles  be  in- 
creased should  the  price  be  dropped  from  S600  to  $300? 

We  may  say  that  the  number  of  purchases  would  in- 
crease from  three  to  five,  but  there  being  no  change  in  the 
valuations  of  purchasers,  the  demand  could  not  be  in- 
creased. For  should  the  price  be  again  fixed  at  $600  the 
sales  would  be  as  before— only  three.  It  would  be  correct 
to  say  that  a  fall  in  price  increases  the  market  demand,  for 
It  always  expresses  the  number  of  purchases  at  the  market 
price.  Demand  must  not  be  confused  with  market  de- 
mand: the  former  refers  to  the  quantity  of  a  good  that 
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would  be  bought  at  a  scries  o!  diiTercnt  prices;  the  latte 
refers  to  the  quantity  of  a  good  that  would  be  bought  at 
the  market  price. 

ig.  Recapitulation. — We  have  seen  that  desirability 
individualistic:  There  is  no  such  thing  as  sodal  desirabilityi 
Demand  arises  out  of  the  comparisons  of  marginal  desira-1 
biJities.  If  one  has,  say,  a  dollar,  and  there  are  three] 
goods,  A,  B,  and  C,  any  one  of  which  sells  for  a  dollar,  he"^ 
makes  comparison  of  the  marginal  desirabilities  of  the 
different  things  the  dollar  will  buy.  He  will  retain  the 
dollar  if  the  marginal  desirability  of  some  alternative  use 
outweighs  that  of  each  of  the  three  goods  mentioned,  or 
he  will  spend  it  in  case  the  marginal  desirability  of  aay^ 
good  outweighs  that  of  the  alternative  use  for  the  dollar,^ 
for  as  the  marginal  desirability  of  a  good  is  high  one 
attaches  high  value  to  it.  The  explanation  of  the  demand 
and  the  forces  back  of  it  are  found  only  in  the  analysis  of 
marginal  desirability.  Somewhat  elliptically  speaking,  tlie 
order  of  thought  is:  desire  as  a  motive  of  acquiring 
means  of  gratification  •-*•  scarcity  of  the  means  of  gratifi' 
tion  •-•  desirability  of  these  means  i*-*  relative  marg: 
desirabilities  »-►  value  — •■  valuation  ■-►  demand. 

20.  Exercises. — i.  Define  price.    Does  the  process 
reasoning  that  would  lead  to  the  exchange  of  a  cow  for  a 
horse  differ  from  that  which  would  result  in  the  exchang^H 
of  Sioo  for  a  horse?  ^| 

a.  Define  value.  WTiy  has  the  term  "intrinsic  value" 
come  into  disrepute?  Is  the  value  which  one  attributes 
to  a  good  varied  because  of  the  foUorring:  Change  in  fash- 
ion?   New  discovery?    Increased  amount? 

3.  What  is  meant  by  the  paradox  of  value  ?    What 
lug  docs  it  have  upon  the  fact  that  the  sulf-interost  of 
monopolist  may  be  contrary  to  the  welfare  of  society? 
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4-  In  the  above  example,  why  was  A  unwilling  to  trade 
all  of  his  salt  for  rice?  What  determined  the  limit  of  his 
trading  for  rice? 

5.  The  idea  of  valuation  must  precede  that  of  demand. 
Explain  this  fact. 

6.  Distinguish  between  desire  and  demand.  To  whom 
and  to  what  docs  demand  refer  ?  To  whom  and  to  what 
docs  supply  refer? 

7.  Constnitt  a  supply  and  a  demand  curve  to  represent 
the  fif^ircs  on  page  156,  and  explain  why  the  price  could 
be  neither  above  nor  below  $1.30. 

8.  What  is  the  difference  between  amount,  supply,  mar- 
ket supply?    Between  demand  and  market  demand? 

9.  What  is  meant  by  the  eListicily  of  market  demand  ? 
V)1th  rt»{icct  to  what  kind  of  goods  is  this  elasticity  most 
pronounced?  Is  this  elasticity  different  as  between  the 
poor  and  the  rich?  How  docs  the  number  of  potential 
buyers  at  different  price  levels  have  a  bearing  upon  the 
elasticity  of  the  market  demand  ? 

10.  Is  the  elasticity  of  market  demand  for  substitutes 
gwemcd  by  the  same  principle  as  that  which  operates  in 
case  of  complementary  goods?    Esqjlain  why  or  why  not. 

11.  The  Dutch  Mast  India  Company  used  to  destroy 
part  of  the  spice-crop  in  order  to  enhance  its  pro&ts.  Was 
there  a  fallacy  in  the  proceedings?    (Sumner.) 

13.  Criticise  the  following: 

(a)  "The  marginal  desirability  of  money  varies  as  people 
have  more  of  it."  Does  marginal  desirability  refer  to  a 
unit  or  to  the  whole  amount  of  a  good?  to  all  persons  or 
to  an  individual?  docs  it  refer  to  money  at  all? 

(b)  "'llic  demand  will  be  larger  when  prices  are  low,  and 
vice  versa."  Do  you  agree  with  this?  If  not,  reword  the 
sentence  to  agree  with  your  thought. 

{{)  "A  low  price  causes  a  large  demand,  but  a  small 
supply."  If  this  is  true,  would  it  alsto  be  true  that  "  sup- 
ply and  demaml  are  alway*  equal  to  each  other"  ?  Does 
price  determine  supply  and  demand,  or  is  just  the  opposite 
true? 


CHAPTER   IX 
SUPPLY 


I.  Siq^iUet;  tbeir  vuitly,  Adjustment,  uid  limiutioiu.  i.  Punhuing 
power  um!  *uppty-  j-  Fiaed  supfdiea.  4>  Senior'*  xUUtnent.  5.  Coat 
dcfioBcL  6.  Cost  and  Umitst»oii  ol  (acton.  7.  Coat  uitl  Lhc  pries  a[ 
product.  S.  Cml  a  price  expression  of  limiution  of  agent*,  g.  SuppUes 
Umit  each  other.  10.  Compelltion  of  supplies,  ti.  IncnannK  cmL  11. 
OpjioniinEty  cxml  13.  Kintli  ol  OfiporluTUty  oaxL.  14.  Put  cost  and  pres- 
ent supply:  prewot  cost  and  future  supply.  15.  Soling  brlow  cost.  16. 
JoiiH-coil,  17.  ilovements  to  miArt  jupply.  iS.  Movements  In  supply 
curve.     19.  UecApituUllon.     x>.  luuTcit«f. 

I.  Supplies;   Their   Variety,   Adjustment,   and  Ltmita-j 
tiwts. — He  who  visits  a  great  city  for  the  first  time  beholds  { 
a  variety  of  supplies  quite  beyond  his  powers  of  comprc- 
hca^on.    He  sees  goods  of  innumerable  kind:),   shapes, 
contents,  and  sizes.    He  sees  a  supply  provided  for  the! 
gratification  of  every  want,  desire,  whim,  and  fancy  that 
the  imagination  can  invent.     What  impression  must  the 
backwoodsman  carry  away  who  is  privileged  to  witness 
the  variety  of  products  within  a  large  centre  of  trade,  ori 
who  beholds  the  maze  of  sample  commodities  which  at  a 
world's  fair  are  assembled  from  all  trades  and  nations  for 
exhibition?    Well  might  he  believe  that  the  golden  agei 
of  which  men  have  always  dreamed  is  at  hand. 

This  variety  of  supplies  could  not  exist  apart  from  dif- 
ferences in  productive  capacity.  Coal,  gold,  iron,  silk, 
apples,  salt,  or  any  other  prwluct,  is  the  output  of  a  par- 
T  type  of  productive  power.    As  with  natural  re- 1 
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sources  aad  artifidal  agents,  so  with  labor— it  ax&Xi  in 
great  variet}'. 

Mining  is  hard  work,  so  why  should  any  dig  coal  when 
there  eirc  such  agreeable  occupations  as  that  of  pitching  a 
few  game3  of  baseball  each  summer  at  a  salary  of  $10,000? 
Why  do  the  majority  of  laborers  go  into  the  positions  that 
pay  low  wages,  while  so  few  enter  the  more  remunerative 
employments?  The  laborer's  choice  is  limited  by  his 
aptitude  for  the  tasks.  According  to  their  different  ca- 
pacities, producers  are  divided  into  many  classes,  and  arc 
adjusted  accordingly  to  the  unlike  tasks  within  the  diW- 
»on  of  labor. 

But  the  variety  of  supplies  is  not  alone  due  to  different 
forms  o(  productive  capacity,  for  differences  among  de- 
mands furnish  the  motives  for  the  production  of  all  sup- 
plies. Should  all  turn  vegctanan.  those  who  grow  swine 
would  have  to  6nd  another  occupation.  Should  none  want 
pork,  no  one  would  demand  it,  and  so  none  would  be  pro- 
duced.   In  every  case  there  is  a  demand  back  of  supply. 

Supply  Adjustments:  Not  only  do  supplies  exist  in  great 
variety,  but  also  they  tend  to  hold,  to  the  <legrec  of  a 
mathematical  nicety,  a  proper  economic  apportionment  to 
one  another  at  innumerable  different  prices.  Strangely 
enough,  there  are  many  persons  (none  of  them  economists} 
who  would  have  the  government  take  charge  of  produc- 
tion and  manage  it.  They  would  have  it  dictated  that 
so  much  of  this,  that,  and  the  other  shall  be  produced. 
Fortunately  this  industrial  imperialism  is  uncalled  for, 
because,  in  obedience  to  natural  economic  laws,  there  is  a 
tendency  for  the  various  supplies  to  maintain  a  perfect 
economic  adjustment.  There  is  no  boss  and  no  need  for 
«ay  to  dictate  this  adjustment;  it  is  the  outgrowth  o{ 
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natural    forces   which,   under    free   competition,    opcrat 
through  the  agency  of  market  price. 

Why  are  there  not  innumerable  mistakes  in  the  relative' 
outputs  o(  the  different  lines  of  supply?  Why  do  we  notj 
have  twice  or  three  limes  as  much  productive  power  tume 
to  the  growing  of  wheat,  and  but  a  half  or  third  as  mucli| 
given  to  the  manufacture  of  shoes?  Why  is  the  total' 
productive  capacity  apportioned  as  it  is  among  different 
fields  of  endeavor,  why  not  some  other  apportionment? 
•  Were  there  a  relative  overabundance  of  wheat,  it*  cost 
of  production  would  exceed  its  market  price,  and  man] 
would  abandon  its  production.  Were  there  an  insuffi- 
ciency of  shoes,  their  market  price  would  so  exceed  their 
cost  as  to  attract  many  new  producers.  As  water  seeks  a 
common  level,  so  through  market  prices  competition  tends 
toward  a  uniformity  of  profits  (selling  prices  less  costs), 
and  hence  toward  a  proper  economic  apportionment  amongS 
the  different  supplies.  ™ 

Supply  Limitations:  What  determines  the  limitation  to 
the  volume  of  the  different  supplies?  Productive  capacity 
is  limited,  i.  e.,  it  is  incapable  of  furnishing  us  alt  that  we 
wish.  If  our  desires  did  not  extend  beyond  a  few  simple 
lines  of  consumption,  they  could  be  fully  satisfied.  But 
when  wc  demand  a  thousand  things,  rather  than  five  or 
six,  productive  capacity  Is  incapable  of  meeting  in  full  the 
numerous  drafts  made  upon  it.  Each  person  so  directs 
his  limited  energies  that  there  is  a  tendency,  but  only 
tendency,  to  keep  his  numerous  desires  equally  gratified.' 
As  a  result  do  desire  can  be  fully  satisfied,  and  each  supply, 
Umits  every  other  supply.  In  our  impatience  wc  compla 
of  the  "niggardliness  of  nature,"  for  it  does  ool  fumud 
all  that  we  want;  we  might  equally  coodenm  out 
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desires,  for  they  are  such  that  wc  cannot  have  all  wc  want. 
TTicse  tboughU  on  supply  will  b«  more  fully  presented  in 
the  loUowing  discussion. 

i.  Purchasing  Power  and  Supply. — Supply  and  demand 
arc  doscly  related  ideas.  Referring  again  to  the  example 
ol  A  and  B  with  the  salt  and  rice;  A's  salt,  together  with 
bis  desire  for  rice  made  a  demand,  and  B's  rice  together 
with  his  desire  for  salt  made  a  demand.  Tt  is  always  the 
demand  which  fosters  the  production  of  supply. 

Every  g<x>d  finds  a  sale  because  some  one  desires  it  and 
has  another  good  or  ser\'ice  to  exchange  (or  it.    Great  pro- 
duction means  abundant  purchasing  power  that  opens  a 
demand  for  other  products.    The  greatest  vent  lor  one's 
wares  is  found  in  those  places  where  the  most  wealth  is 
produced.    A  salable  product  h  no  ^oncr  created  than  it, 
&om  that  instant,  affords  a  market  for  other  products  to 
the  full  extent  of  its  own  price.    A  good  harvest  is  a  blcs.'*- 
iog,  not  only  to  the  agriculturist,  but  likewise  to  the  dealers 
to  all  commodities.     Industries  are  so  interdependent  that 
t]»  saccess  of  one  has  a  wholesome  effect  upon  all  the 
others.    To-day  we  regard  Voltaire's  dictum  as  sheer  non- 
MDu,  that  "such  is  the  lot  of  humanity,  that  the  patriotic 
iltsiic  for  one's  country's  grandeur  is  but  a  wish  for  the 
huniUatioD  of  one's  neighbors;  .  .  .  that  it  is  clearly  im- 
possible for  one's  country  to  gain,  excq^t  by  the  lo-is  of 
Mother."    Wc  are  interested  in  the  prosperity  of  others 
bcnose  their  success  causes  a  demand  for  our  own  goods. 
bi  the  progressive  state  talent  is  turned  to  account;  in 
retrograde  state  it  goes  unrewarded.    Compare  the 
mnthani's  opportunities  in  a  rich  town  with  those  of  the 
arniaut  in  the  district  of  indolence  and  apathy.    There 
from  dealing  with  a  people  that  have  nothing  to 
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pay.  Large  purcha^ng  power  brings  forth  large  demands, 
and  in  response  to  demands  supplies  are  produced.  An 
cxcqiUon  to  this  must  be  made  for  fixed  supplies. 

3.  Fixed  Supplies. — There  is  no  cunning  or  device  by 
which  wc  may  multiply  the  paintings  of  a  dead  artist. 
Antiques,  rare  jewels,  meteoric  stones,  and  select  building 
sites  are  fixed  in  volume  of  supply.  The  present  valuation 
of  such  supplies  is  affected  in  no  way  by  their  original  cost. 
One  would  as  readily  pay  $100  for  the  autograph  of  a 
famous  seventeenth  century  author  as  for  an  antique,  the 
production  of  which  cost  days  of  toil.  The  meteoric  stone, 
the  nuggei  picked  up  by  chance  at  a  river's  bank,  stand  in 
one's  valuation  upon  precisely  the  same  basis  as  does  the 
old  sculptor's  product  costing  months  of  sacrifice  and  labor. 
It  is  not  the  labor  or  expense  of  their  original  production, 
but  it  is  the  relative  marginal  dearability  of  such  goods 
that  determines  one's  price  appraisal  (valuation)  of  them. 

4.  Senior's  Statement. — It  is  not  to  be  implied,  how- 
ever, that  cost  has  no  bearing  upon  the  valuation  of  a 
good,  for  most  emphatically  it  does  have  such  a  bearing 
in  the  case  of  most  goods,  £  shall  say  in  the  case  of  all 
reproducible  goods  on  the  market.  Whatever  influence, 
cost  or  other,  that  limits  supply  must  affect  the  valuation 
and  ultimately  the  price  of  a  commodity.  Bear  it  in  mind 
that  one's  valuation  and  consequent  demand  for  a  good 
arc  derived  from  its  marginal  desirability  in  comparison 
with  the  marginal  de^rability  of  that  which  he  would  pay 
in  exchange.  But  the  relative  marginal  dearability  of  a 
good  is  high  or  low,  a.^  the  supply  is  small  or  large.  So  we 
say  that  unfavorable  labor  conditions,  ill-adapted  ma- 
chinery, a  poor  crop  year,  a  shortage  of  cars,  a  panic,  a 
heavy  cost  of  production,  or  a  limitation  in  the  necessary 
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agencies  o(  production— any  form  of  influence  whicli  short- 
ens a  supply  does  increase  its  marginal  desiiabilit)'  and  m 
consequence  increases  the  price. 

Professor  Davenport  makes  tliis  most  illuminating  quo- 
tation' from  the  writings  of  N.  W.  Senior:  "Any  other  cause 
limiting  supply  is  just  as  efHcient  a  cause  of  value  in  an 
article  as  the  necessity  of  tabor  in  its  production.  And,  in 
fact,  if  all  the  commodities  used  by  man  were  supplied  by 
nature  without  any  intervention  whatever  of  human  labor, 
but  were  supplied  in  precisely  the  same  quantities  that 
they  now  arc,  there  is  no  reason  to  suppose  either  that 
they  would  cease  to  be  valuable,  or  would  exchange  in  any 
other  than  the  present  proportions." 

Cost.  then,  bears  on  the  price  of  a  good  only  as  it  influ- 
ences the  supply,  but  so  important  and  far-reaching  is  the 
influence  of  cost  upon  supplies  that  we  must  not  spare  a 
thorough  analysis  of  it. 

5.  Cost  Defined. — Cost  is  the  antithesis  of  income;  it  is 
outgo— the  outgo  made  to  get  an  income.  If  I  enjoy  the 
income  of  a  man's  labor,  it  is  at  the  cost  of  pajing  him  a 
wage;  if  I  enjoy  the  income  of  your  house  it  is  at  the  cost 
of  paying  you  a  rent;  if  1  enjoy  the  income  of  a  farm  it  is 
at  the  cost  of  paying  for  the  uses  of  that  farm. 

Should  I  own  the  farm,  the  house,  and  do  my  own  work, 
I  would  pay  neither  a  rent  nor  a  wage  to  another.  Can  it 
be  said  that  I  enjoy  income  free  from  cost?  The  cost  of 
my  income  is  not  less  real  because  I  own  the  agencies  of 
its  production.  I  could  have  let  the  housw  and  farm  for  a 
rent,  also  I  could  ha^-c  received  a  wage  by  working  for 
some  one  else.  If  this  farm  and  house  could  be  let  to 
another  for  $1,500, 1  amply  give  up  the  receipt  of  $1,500, 
■ "  Vklut  tod  Dutributioo,"  p.  44. 
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by  retaining  them  for  my  own  use.    And  so  with  the  wage 
relinquished;  it  is  a  cost. 

The  ideas  of  cost  and  sacrifice  are  closely  related-  We 
hear  it  remarked:  his  victory  cost  him  his  life;  that  paint- 
ing cost  tireless  effort;  he  drained  the  swamp  at  the  cost 
of  his  health.  Strict  accuracy  would  require  the  use  of 
the  word  sacrifice  rather  than  cost  in  these  remarks. 

Cost  is  an  outgo  and  is  expressed  in  terms  of  money. 
It  may  be  regarded  either  as  a  sum  paid  to  another  or  as 
income  foregone.  It  is  a  mere  word  quibble,  worthy  of 
no  serious  attention,  not  to  use  the  word  outgo  in  the  case 
of  a  relinquished  income.  I  no  longer  have  it  if  I  pay  out 
$1 ,500,  nor  do  I  have  that  sum  if  I  refrain  from  accepting  it. 

The  cost  or  price  outgo  necessary  to  get  twenty  bushels 
of  potatoes  may  be  divided  into  several  parts.  You  may 
rent  some  land,  hire  some  tools,  hire  a  horse,  hire  a  laborer, 
and  buy  some  seed.  With  these  the  twenty  bushels  of 
potatoes  are  produced.  The  aggregate  of  ail  these  prices 
is  the  cost.  In  case  you  tmn  these  different  agents  of  pn>> 
duction  and  do  your  own  work,  you  arc  out  of  pocket,  t.  «., 
your  cost  is  the  aggregate  of  all  the  prices  you  might  have 
received  by  letting  them  to  other  people.  Or  suppose  you 
could  sell  these  for  $1,000.  It  costs  you,  if  the  rate  is  5 
per  cent,  the  interest  on  this  sum  or  $50  to  hold  it  for  your 
own  use. 

6.  Cost  and  Limitation  of  Factors.— There  is  much  dif- 
ference between  the  cost  which  one  must  undergo  if  h« 
get  a  good,  and  the  cost  which  he  is  willing  to  undergo  in 
order  to  get  it.  Wliat  determines  the  cost  which  the  busi- 
ness man  must  pay  to  produce  u  good?  As  a  bushel  of 
com  is  the  product  of  land,  seed,  tabor,  and  tools,  so  any 
other  product  is  the  output  of  a  number  of  agencies. 
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Should  the  productive  capacity  of  these  several  agencies 
exist  in  such  abundance  as  docs  air  or  sunshine,  theti  ser- 
vices would  be  free  and  could  command  no  price.  But  un- 
fortunately the  productive  agents  are  limited,  some  of 
them  very  narrowly  limited,  and  so  their  semces  are 
scarce  and  command  prices.  Demand  fixed,  the  cost  wrhich 
the  business  man  must  undergo  to  produce  a  good  depends 
upon  the  limitation  of  the  productive  factors  back  of  that 
good.  If  there  be  a  large  demand  for  the  product  of  a 
urrowly  limited  factor,  the  cost  outlay  for  the  services  of 
that  factor  must  be  high.  If  there  be  a  small  demand  for 
the  product  of  a  factor,  the  cost  outlay  for  the  scn'iccs  of 
that  factor  will  be  low.  Demand  remaining  the  same,  the 
cost  or  price  paid  for  the  services  of  an  agent  varies  with 
variations  in  the  supply  of  the  agent.  Let  us  now  turn 
to  an  answer  of  this  question;  what  determines  the  cost 
which  the  business  man  ts  willing  to  undergo  to  produce  a 
good? 

7.  Cost  and  the  Price  of  Product. —The  amount  of  costs 
which  the  business  man  is  willing  to  undergo  is  determined 
by  the  price  which  he  expects  the  product  to  bring.  One 
ftill  not  pay  a  cost  of  $3  to  produce  a  bushel  of  corn  which 
be  would  expect  to  sell  for  $2.  One  makes  the  outlay  to 
grow  com  on  the  poor  hillside,  or  to  construct  a  shaft  far 
into  the  ground  for  a  ton  of  coal,  or  he  pays  a  wage  suffi- 
ciently high  to  induce  the  laborer  to  risk  his  life  in  dan- 
gerous enterprises,  because  the  price  of  his  product  will  be 
high  enough  to  justify  the  cost.  Pearls  arc  not  high-priced 
because  men  dive  for  them,  but  men  dive  for  them  because 
they  are  high-priced.  Cost  does  not  determine  the  price 
of  commodities,  but  the  price  of  commodities  dctcimines 
the  cost  one  will  undergo  to  get  them.    The  cost  of  pro- 
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ducing  any  good  is  the  total  price  of  ever>'lliing  entering 
into  its  production,  and  the  reason  for  paying  these  prices 
Ls  that  the  good  will  sell  for  a  price  higher  than  its  cost. 

8.  Cost  a  Price  Expression  of  Limitatioii  of  Agents. — 
Productive  factors  are  priced  in  keeping  with  the  price  of 
their  anticipated  yields.  A  security  will  bring  a  high  price 
if  it  promises  to  pay  a  high  return.  Land,  mines,  steam- 
sWps,  and  other  productive  agents  arc  high-priced  or  low 
as  their  anticipated  incomes  are  large  or  small.  With  certain 
omissions,  the  order  of  thought  may  be  indicated  as  follows: 
Demand  fixed;  any  productive  agent,  say  land  »-*  amount 
of  yield  or  product  •-•■  price  of  yield  or  product  »-*■  price 
of  land.  This  schematic  showing  of  the  causal  sequence 
makes  it  obvious  that  it  is  the  scarcity  of  the  agent  (demand 
taken  for  granted)  which  explains  the  limited  supply  of  the 
product.  They  are  the  limitations  of  agents  relative  to  the 
drafts  made  upon  them  which  cause  the  co^ts  that  must  be 
made  by  an  entrepreneur  to  produce  a  good.  If  factors  A 
and  B  are  essential  to  the  production  of  a  commodity,  and 
if  A  may  be  had  in  great  abundance  while  B  h  scarce,  evi- 
dently  the  business  man  will  have  to  pay  high  for  the  use 
of  B  and  Ultle  for  tlie  use  of  A.  Cost  becomes  simply  the 
price  expression  of  the  scarcity  and  productivity  of  agents. 

9.  Supplies  Limit  Each  Other. — Because  of  limited  pro- 
ductive capacity  there  is  a  limit  to  the  total  supply  of  all 
goods.  But  in  the  market  there  are  various  demands  call- 
ing for  the  production  of  a  variety  of  goods.  The  relative 
strength  of  the  different  demands  causes  a  larger  cost  out- 
lay in  the  production  of  some  goods  than  of  others.  If  the 
market  price  for  com  is  considerably  higher  than  for  wheat, 
farmers  will  use  more  land  for  com  and  less  for  wheat. 
An  increase  of  the  one  may  mean  a  decrease  of  the  other. 
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If  demands  so  multiply  that  ten  classes  of  commodities 
must  be  supplied  whereas  formerly  five  were  supplied, 
other  things  remaining  equal,  the  supply  of  each  class  of 
commodities  must  be  less  than  formerly. 

In  Figure  i ,  let  the  total  length  of  the  live  lines  aa'  ioe^ 
be  equal  to  the  total  length  of  the  ten  lines//*  too  o*.   Now, 
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if  tbe  length  of  one  of  these  lines  represent  the  total  vol- 
ume of  any  one  class  of  supply,  it  will  be  obvious  that, 
other  things  equal,  in  the  latter  stage  a  supply  is  hut  one- 
half  as  large  as  in  a  former  stage.  When  the  production 
of  ten  units  rather  than  &ve  is  undertaken,  it  follows  that 
but  a  half  of  the  former  labor  and  other  productive  capac- 
ity, on  the  average,  can  be  given  to  any  one  supply. 

lo.  Competition  of  Supplies. — Another  way  of  [jutting 
this  thought  is  to  say  that  supplies  compete  for  tbe  same 
productive  agents.  The  same  field  may  be  used  for  graz- 
ing, for  the  growing  of  hay.  corn,  or  for  the  most  valuable 
fniics.  Lands  for  the  growing  of  such  fruit  are  rare  aod 
expensive,  and  so  the  growers  of  the  cheaper  commodities 
mentioned  could  not  compete  with  the  fruit-growers  for 
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such  lajid  because  the  price  of  their  product  would  not 
justify  it.  With  the  discovery  or  improvement  of  more 
such  land,  however,  the  price  of  fruits  would  be  lowered 
and  the  growers  of  the  cheaper  commodities  may  come 
into  effective  competition  with  the  fruit-growers.  Thus  it 
is  apparent  that  the  cost  which  one  producer  must  undergo 
for  an  agent  is  iniluenccd  by  other  competing  uses  for  the 
same  agent.  The  cost  outlay  of  the  corn-grower  is  influ- 
enced by  the  other  competing  usl-s  for  the  land.  The  land 
will  go  tu  the  highest  comix-titor;  to  the  extent  that  land 
is  used  for  other  products  corn  will  be  scarce  and  high- 
priced,  but  the  more  this  corn  is  worth  the  higher  is  the 
cost  which  the  corn-grower  can  pay  in  competition  with 
others  for  the  land. 

XI.  Increasing  cost  per  unit  of  output  has  been  errone- 
ously used  by  able  thinkers,  who  ought  to  know  better,  as 
a  synonym  for  the  law  of  diminishing  returns.  Thb  latter 
concept  will  be  given  discussion  under  the  caption,  "  Pro- 
portionality." Increasing  cost  is  a  blanket  term  covering 
a  number  of  ideas.  We  shall  make  brief  mention  of  (a)  ex- 
haustion of  basic  wealth,  (fi)  monopolization  of  a  factor,  (c) 
malapportionment  of  factors.  Although  America  is  a  new 
land,  yet,  due  to  improper  rotation  of  crops  and  to  want  of 
adequate  fertilization,  the  producti\ity  of  the  soil  in  many 
places  is  being  exhausted,  with  the  consequence  that,  other 
things  equal,  it  requires  a  greater  cost  to  secure  a  unit  of 
supply.  And  this  greater  cost  will  be  met  only  in  case 
demand  is  such  as  to  justify  it.  The  choicest  timber  has 
been  cut  away  in  places  and  in  other  places  exhaustion  is 
threatened,  so  it  must  result  that  supplies  are  secured  at 
an  increasing  cost.  As  coal  is  removed  train-load  after 
train-laid,  year  in  and  year  out,  we  must  go  farther  and 
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farther  from  the  mouth  of  the  mine.  Tn  many  other  ways 
the  constantly  increasing  cost  of  production  is  due  to 
reduced  supplies  of  basic  wealth- 

Again,  the  business  man  linds  certain  factors  essential 
to  the  output  of  his  product.  What  if  a  monopoly  or 
other  restriction  controls  the  supply  of  a  factor?  He  must 
pay  the  monopoly  price  or  quit  business.  Thus  a  pro- 
ducer may  sufTer  increasing  costs  through  the  artifidal 
monopolization  or  restriction  of  others. 

The  malapportionment  of  factors  must  wait  its  turn  for 
fuller  treatment.  We  may  say  here  that  we  have  increas- 
ing costs  or  decreasing  costs  as  the  malapportionment  of 
factors  is  becoming  worse  or  better.  It  is  this  phase  of 
increasing  cost,  and  this  only,  which  will  dnd  discussicHi 
under  the  heading  of  diminishing  returns.  A  manufac- 
turer finds  that  be  must  work  out  an  adjustment  of  factors 
to  factors  within  his  plant  and,  furthermore,  that  the  s,h/e 
of  the  whole  plant  must  be  adjusted  to  the  extent  of  his 
market.  To  the  degree  that  he  reaches  an  ideal  adjust- 
ment his  costs  of  production  decrease,  and  vice  txtux.  We 
shall  see  that,  although  a  factor  may  be  kept  in  a  perfect 
state  of  repair,  yet,  because  of  dimim&hiog  returns,  the 
costs  per  unit  of  output  will  increase. 

la.  Opportunity  Cost.' — If  one  goes  to  a  theatre  in  the 
evening  he  cannot  spend  that  evening  at  home  with  bis 
family.  If  he  has  a  dollar  and  wants  a  cap  costing  a  dollar 
as  well  as  a  pair  of  gloves,  it  follows  that  if  he  buys  the 
glo^'c■i  he  must  forego  the  cap.  The  real  choice  determin* 
ing  the  direction  of  his  effort  i.s  not  between  the  dollar 
and  the  gloves,  but  between  the  gloves  imd  the  cap,  there- 

*  For  best  cQinmion  of  tbn  (opk  see  Parenport*!  Kronomirs  of  Entcr- 
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fore  the  gloves  cost  him  the  cap.  One  mny  use  his  field  to 
grow  citlier  com  or  cotton;  to  grow  cotton  costs  him  the 
opportunity  to  grow  corn.  If  one  has  a  coal-mine,  it  can 
be  used  only  for  the  output  of  coal,  yet  its  owner  must 
give  up  recreation  if  he  works  it  and  sacrifice  the  alterna- 
tive income  on  the  capital  which  he  must  put  into  the 
mine.  In  the  choice  of  an  occupation  the  young  uaa  has 
an  open  6eld.  He  he^tates  in  his  selection,  knowing  full 
well  that  his  choice  closes  the  gates  between  him  and  other 
promising  alternatives.  Getting  into  a  profession  or  occu- 
pation is  like  getting  into  the  rapids— it's  diflicult  to  turn 
back.  Were  there  no  alternatives  there  could  be  no  choos- 
ing, and  a  choice  made  implies  other  opportunities  relin- 
quished. Opportunity  cost  is  truly  significant  in  the  ex- 
planation of  supply,  because  business  men  do  weigh  oppor- 
tunities against  each  other  In  deciding  to  produce  any  one 
variety  of  supply. 

13.  Kinds  of  Opportunity  Cost. — One  may  be  capacitated 
for  large  earnings  in  the  business  world  and  yet  choose  to 
devote  himself  to  research  or  to  a  learned  profession  with 
a  small  monetary  return.  Per^iorud  pride  or  public  opinion 
may  operate  to  direct  one  from  the  fieltl  where  the  mone- 
tary income  is  to  be  found.  In  numerous  cases  such  as 
these,  choice  is  not  dictated  solely  by  a  jirice  consideration; 
nevertheless,  these  choices  directly  affect  supplies. 

The  choice  between  recreation  and  the  sacriticing  of  wages 
presents  some  curious  examples.  It  is  a  rule  that  the  higher 
the  price  for  a  commodity  the  larger  will  be  the  production 
of  that  commodity.  But  a  higher  wage  per  hour  does 
not  necessarily  mean  that  laborers  will  work  longer  hours. 
High  wages,  generally  speaking,  lead  workmen  to  ^itatc 
for  an  eight-hour  day.  rather  than  for  a  twelve-hour  day. 

The  end-of-the-day  margin  expresses  the  fact  that  fatigue 
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Increases  as  one  works  longer  until  finally  a.  point  is  reached 
when  the  worker  prefers  recreation  to  the  extra  income. 
If  the  worker  is  getting  40  cents  an  hour,  his  income  will 
be  considerably  larger  than  his  sacrifice  for  the  first  hours 
of  the  working-day.  but  the  margin  of  dificrcncc  will  dimin- 
ish as  the  day  advances,  until  finally  his  sacrifice  will  equal 
his  income  and  there  he  will  wish  to  end  the  day's  work. 
Each  added  40  cents  diminishes  the  desirability  of  money, 
and  each  added  hour's  labor  increases  his  sacrifice. 
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As  we  have  presented  Figure  2,  the  sacrifice  curve  la 
steeper  than  the  desirability  curve.  If  the  laborer's  stand- 
ard of  living  is  low,  his  desires  will  be  easily  gratified,  coq- 
sequcntly  if  the  wages  per  hour  are  liigh  the  curve  AB 
would  be  much  steeper  than  CD.  If  his  standard  be  high, 
Ms  desires  of  a  high  order  and  varied,  CD  would  be  much 
steeper  than  AB.  In  any  case  the  end-of-lhe-day  margin 
will  be  reached;  this  is  a  significant  fact  in  the  Umitaiiun 
of  the  supply  of  bibor,  and  consequently  of  the  supplies 
which  labor  produces. 

14.  Past  Cost  and  Present  Supply;  Present  Cost  and 
Future  Supply  .^Consumption  goods  and  present  supplies 
are  not  a£  a  rule  the  products  of  current  industry.    Apples 
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are  gathered  from  trees  planted  twenty-five  years  ag( 
Trace  a  pair  of  shoes  back  to  the  leather,  the  leather  to 
hides,  the  hides  to  cattle,  the  cattle  to  land  and  its  prod- 
ucts, the  land  back  to  its  preparation,  the  preparation  to 
the  tools  and  these  on  back—the  origin  of  current  supplies 
could,  in  large  part,  be  traced  far  back,  It  is  estimated 
that  not  one-tenth  of  current  supplies  h  wholly  the  prod- 
uct of  current  industries.  Current  supplies,  then,  arc  lim- 
ited by  the  estimates  which  bu^ness  men  in  the  past  have 
made  of  the  prices  which  we  should  be  willing  to  pay 
to-day. 

At  any  one  time  men  are  planting  orchards,  preparing 
land,  building  new  factories,  and  extending  old  ones  ia 
antictpatiun  of  future  prices.  Merchants  buy  ahead, 
builders  make  future  contracts,  fanners  allot  certain 
amounts  of  land  to  cotton  and  sugar-beets,  depending  en- 
tirely upon  their  estimate  of  future  prices.  Thus,  it  is 
seen  that  current  supplies  are  largely  determined  by  the 
estimates  which  business  men  in  the  past  made  of  present 
prices,  and,  further,  that  present  estimates  of  future  prices 
are  now  shaping  industry  so  as  to  determine  future  sup- 
plies. Bearing  directly  on  the  present  volume  of  different 
sup]}ties  Lt  the  fact  that  we  limit  current  supplies  by  shap- 
ing our  efforts  to  the  end  of  production  for  the  future. 
Should  we  convert  the  labor  and  capital  now  employed  in 
the  construction  and  extension  of  factories,  railways,  and. 
other  productive  agencies  into  the  making  of  consumable 
goods,  wc  should  have  a  present  feast  at  the  expense  of 
future  hunger.  All  costs  are  forward-looking;  the  provi- 
^on  of  supply  looks  to  the  future.  This  fact  makes  oppor- 
tunity costs  singularly  signiticanl  in  the  supply  problem. 

It  sliould  be  clear  that  it  is  supply,  not  the  cost,  which 
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determines  present  price.  li  at  great  cost  a  railroad  is 
constructed  In  a  region  of  few  resources  it  will  be  of  little 
worth.  There  are  idle  factories  stocked  with  the  best 
equipment  known  to  man,  valueless  because  they  are  idle 
and  idle  because  of  the  miscalculation  of  their  builders. 

In  a  West  Virginia  oU-geld  a  Mr.  Clay  sank  a  well  within 
ten  feet  of  the  boundary-line  of  his  land.  He  struck  a 
gusher  worth  several  thousands  of  dollars.  His  neighbor, 
anxious  to  tap  the  same  pocket  or  pool  of  oil,  sank  a  well 
but  six  feet  on  the  other  side  of  tbe  boundary-line.  His 
cost  was  $3,200.  and  that  for  a  dry  hole.  It  is  not  the 
C04t  but  the  price  of  the  yield  which  determines  the  price 
of  a  productive  agent.  The  cost  of  producing  a  good  is 
the  total  of  all  the  prices  paid  for  the  services  of  the  agents 
that  produce  it.  But  how  do  these  factors^the  labor, 
raw  materials,  land,  tools,  etc.— get  their  prices?  This  we 
have  answered  previously:  from  the  expected  income  or 
prices  of  their  yield.  The  bu^ncss  enterpriser  is  a  middle- 
man who  buys  to  sell  again.  He  buys  all  the  scr\-icc3  of 
the  factors  and  converts  these  into  a  product  which  is  sold 
at  such  a  price  as  it  will  bring.  Docs  he  make  a  profit? 
Only  when  his  costs  arc  less  than  his  selling  price.  Assur- 
edly !t  is  not  hu  costs  which  fix  his  selling  price;  rather  it 
is  the  selling  price  which  justifies  and  determines  the 
amount  of  cost  which  the  business  man  will  make  to  get 
■  good. 

15.  S«lUng  below  cost  is  sometimes  advisable.  \Vben 
Congress  was  considering  the  measure  to  appropriate 
$11,000,000  for  a.  manufactory  of  armor-plate,  the  Beth- 
lehem Steel  Company  fought  the  measure  chiefly  because 
it  would  render  their  equipment  for  the  same  purpose 
worthless,  or  practically  so.    It  seems  that  stockholders 
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had  invested  some  $7,000,000  in  the  plant  for  the  output 
of  annor-plate.    This  company,  in  my  judgment,  over^ 
came  e\xry  reasonable  contention  of  the  Govemmcnl  by 
oflering  to  produce  armor-plate  at  any  price  which  the 
Government  itself  might  set.   lATiy  such  an  offer?  Simply 
because  it  is  better  to  get  something  than  nothing  out  ofifl 
the  huge  investment  made  in  good  faith  by  the  stockhold- 
ers, and  made,  too,  at  the  Ijchcst  of  the  Govcrmnent.     It 
is  good  sense  to  sell  below  cost  rather  than  to  suffer  a  totajH 
loss.    Many  obstinate  or  othervvisc  foolish  merchants  have 
been  marked  with  ruin  because  rather  than  do  this  thcy^ 
prefer  to  hold  goods  until  out  of  season.  ^ 

Although  prices  are  not  determined  by  cost,  yet  cost 
may  affect  prices  by  affecting  supply.  When  the  producer 
anticipates  a  high  future  price  for  hats  he  will  undergo  a 
large  cost  in  the  construction  of  equipment  to  produce  hatflfl 
for  sale  at  the  high  prices.  The  result  of  this  large  equip- 
ment will  be  a  larger  supply  of  hats.  Cost  of  present  con- 
struction, though  determined  by  anticipated  prices,  caimot 
but  bear  on  future  price.  The  anticipated  price  determines 
cost,  which  in  turn  has  an  cScct  on  supply  and  price. 

16.  Joint  cost'  is  found  in  the  numerous  examples  wh 
the  same  operation  which  turns  out  one  commodity  turns 
out  others  also.  One  cannot  produce  mutton  without 
growing  wool,  nor  produce  cotton  fibre  without  cotton- 
seed. If  one  grows  beef,  he  cannot  but  add  to  the  supply 
of  hides,  horns,  bones,  fat,  etc.  H 

If  there  be  no  material  change  in  the  demand  for  cotton- 
seed, how  would  a  growing  demand  for  the  fibre  aflccl  the 
price  of  the  seed  ?    A  growing  demand  for  the  fibre  would 
push  its  price  up,  would  cause  an  increase  in,  lis  produc- 
■  F.  W.  Ttuasig,  "  Piinaplcs  of  Ecooomics,"  I,  ci\i.  t6- 
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tioD,  with  the  consequence  that  the  increased  supply  of 
seed  relative  to  the  demand  would  lower  the  price  of  the 
seed. 

The  effect  of  the  same  cost  outlay  is  both  fibre  and  seed. 
The  combined  price  of  both  products  determines  the 
amount  of  cost  one  will  make  to  produce  them.  On  the 
average  there  is  a  dollar's  worth  of  seed  to  ten  dollars' 
worth  of  5brc,  so  by  utilizing  the  seed  one  gets  <;ie\'cn 
dollars  every  time  he  would  get  ten  dollars  were  the  seed 
wasted.  The  planter  can  aflord  a  larger  outlay  to  get  the 
eleven  dollars.  In  other  words,  the  saving  of  the  seed 
causes  a  larger  output  and  consequently  a  lower  price  of 
fibre.  Every  chemical  discovery  or  mechanical  dc^cc 
which  increases  the  joint  products  or  ihc  by-products  of 
a  plant  tends  to  lower  the  price  and  to  increase  the  supply 
of  any  one  of  the  joint  products. 

17.  Movements  in  Market  Supply.^It  is  now  clear  that 
a  rise  in  price  causes  an  increase  in  market  supply  in  two 


-Tatat  tUo*  afoont 


-Matkrt  nijiDiv  or  WiMftar  at  totm 
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I;  more  scilers  arc  brought  into  the  market,  and  each 
**"er  will  convert  a  larger  portion  of  his  supply  into  mar- 
^«  supply. 
'Ji  the    la^t  chapter  we  saw  tiiat  tbc  market  demand 
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may  b«  increased  in  two  wa)'s:  skilful  salesmanship  may 
extend  the  ma.rket  demand  and  thu^  without  lowering  the 
price  increase  the  volume  of  sale.s.  or  the  market  demand 
may  be  increased,  due  to  an  increase  in  price  ofTers;  these 
ofTers  being  higher,  not  more  in  number.  Market  supply 
may  be  enlarged  in  other  ways  than  by  an  increase  in 
price.  If  the  owners  of  grain  should  anticipate  a  fall  in 
price,  they  would  convert  a  larger  portion  of  their  supply 
into  market  supply  at  the  prevailing  prices.  Again,  im- 
proved methods  of  production  or  a  want  of  storage  facili- 
ties would  encourage  them  to  extend  the  market  supply. 
More  frequently,  however,  the  market  stipply  is  increased 
because  of  a  rise  in  price. 

i8.  Movements  in  Supply  Curve. — A  graphic  represen- 
tation of  an  increase  in  the  number  of  sales  which  suppliers 
will  be  willing  to  make  at  the  different  levels  of  price  will 
be  seen  in  a  shifting  to  the  right  of  the  supply  curve  (as  in 
Figure  4). 

Figure  5  shows  a  change  in  which  suppliers  will  diminish 
the  number  of  sales  they  would  be  willing  to  make  at  the 
different  levels  of  prices. 

Generalizing,  as  Davenport  puis  it.  the  language  of  plot- 
ting: With  stationary  supply,  the  demand  curve  moving 
up  or  to  the  right  must  mean  higher  prices;  moving  to  the 
left  or  down,  lower  prices. 

With  stationary  demand,  the  supply  curve  moving  up 
or  to  the  left  means  higher  prices;  moving  to  the  right  or 
down,  lower  prices. 

With  both  curves  moving,  the  possible  combinations  and 
the  different  price  adjustments  are  indefinitely  numerous. 

19.  Recapitulation.     Productive  capacity  or  the  source 

supply  con::ists  of  tbiuaifiMyntiHUliABtural 


technological  equii>mcnl,  labor,  and  scientific  knowledge. 
A  large  pnxluctive  capacity  brings  forth  abundant  supply, 
and  vice  versa.  Demands  arc  the  directing  forces  as  to 
what  classes  of  supply  we  shall  produce,  and  productive 
capacity  foes  an  clastic  limit  to  these  supplies.  If  graz- 
ing-Iand  is  scarce  there  will  be  few  cattle,  few  hides,  and 
scarce  leather.  The  difterent  demands  for  leather  affect 
one  another.  A  large  demand  by  the  harness-makers 
means  a  smaller  supply  of  leather  for  shoes.  The  various 
dtmands  operating  under  a  competitive  price  regime  main- 
tain through  an  automatic  adjustment  a  grand  proportion 
and  balance  among  all  classes  of  supply. 

During  the  next  moment  our  demands  may  change,  but 
at  the  present  moment  they  may  be  considered  as  fixed. 
To  meet  these  is  a  large  number  of  diflfcrcnt  limited  sup- 
plies. These  arc  physically  limited  by  the  physically  lim- 
ited productive  powers  in  agents.  Because  of  the  physical 
limitation  of  these  supplies,  the  goods  of  which  they  are 
composed  command  prices.  It  is  the  task  of  the  entre- 
preneur to  get  together  the  essential  factors  to  secure 
these  marketable  products.  He  can  get  together  and  con- 
trol these  factors  only  by  paying  such  prices  as  their  ser> 
\'ices  will  bring  (or  the  time  he  uses  them.  What  he  pays 
lor  them,  expressed  in  terms  of  money,  Is  the  cost  of  pro- 
ducing the  goods.  If  he  sells  below  the  cost  of  produc- 
tion, he  fails  in  business;  if  he  sells  above,  he  makes  a 
profit  Then,  what  determines  the  cost  he  can  afford  to 
pay?  There  is  but  one  answer;  it  is  the  sclliog  price  of 
the  product. 


10.  ExerdMS.— 1.  What  ^ 
mobiles  would  be  caused  li- 
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tural  and  manufactured  products?  Were  you  a  cabinet- 
makcr,  what  would  you  care,  so  far  as  your  personal  inter- 
ests arc  concerned,  if  the  wheat-crop  should  fail  ? 

a.  What  is  meant  by  a  fixed  supply?  Suppose  that 
there  are  2,500  pieces  of  a  particular  kind  of  scvcDteenth- 
century  furniture,  and  that  of  these  1,000  are  for  sale.  Is 
the  fixed  su|ip!y  2,500  or  t.ooo? 

3.  What  theory  of  price  is  controverted  by  the  above 
statement  (paragraph  4)  of  Senior? 

4.  Docs  the  cost  of  producing  a  thing  determine  its 
price,  or  is  it  the  price  of  a  thing  which  determines  the 
cost  that  will  be  made  to  produce  it  ? 

S-  Explain  this  statement:  "Cost  is  tic  price  expression 
of  the  limitation  of  productive  agents."  State  the  funda- 
mental tau-se  why  champagne  or  copper  ls  dear.  In  an- 
swering this,  consider  (j)  the  demand  for  these,  {b)  their 
cost  of  production,  (f)  the  limited  productive  capacity. 

6.  How  docs  the  production  of  ships  and  munitions  to 
meet  war  demands  affect  other  supplies,  such  as  cotton 
cloth,  mutton,  automobiles,  and  shoes? 

7.  Define  opportunity  cost;  state  different  kinds  of  such 
cost;  explain  its  effect  u[wn  the  Hmitation  of  any  supply; 
give  its  bearing  U[X)n  the  proper  economic  adjustment  of 
supplies  to  one  another. 

8.  How  arc  present  supplies  related  to  costs  in  time 
past?    Docs  it  ever  pay  to  sell  below  cost? 

9.  Define  joint  cost  The  demand  for  hides  remaining 
the  same,  what  would  be  the  ultimate  effect  on  the  price 
of  hides  should  there  be  a  vast  increase  in  the  demand  for 
bed? 

10.  What  b  the  relationship  between  limited  pasture- 
lands  and  the  price  of  beef?  How  might  a  sufficient  rise 
>n  the  price  of  beef  affect  the  amount  of  land  used  for  pas- 
ture? Is  this  a  change  in  the  supply  of  land?  in  the 
«Jppl>-  0/  pasturcland? 

-    V\^  false  bottom  was  put  Into  an  elevator-bin  so  that 
*«d  5c>  bushels,  when  it  was  supposed  to  hold  10,000. 
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What  was  the  effect  on  the  market  price  of  wheat?  (Sum- 
ner.) 

13.  Suppose  a  considerable  rise  in  the  price  of  wool  to 
be  foreseen,  how  would  farmers  expect  the  prices  of  mut- 
ton, beef,  and  hides,  respectively,  to  be  affected,  and  why? 
(Sumner.) 

13.  A  manufacturer  is  prepared  to  produce  a  large 
amount  of  paper,  but  he  decides  to  defer  production  even 
though  his  plant  will  be  idle  for  a  time,  and  his  future  cost 
will  be  larger.  He  reasons  that  the  market  is  not  yet 
ready  for  the  paper,  that  the  effect  of  his  having  a  large 
amount  in  store  will  be  that  buyers  will  defer  their  piu-- 
chases  and  maintain  a  low  price.  Buyers  will  try  to  our- 
wait  him,  knowing  that  he  cannot  afford  to  hold  the  idle 
stock  indefinitely. 

(a)  Do  you  agree  with  his  reasoning? 

(b)  What  counter  arguments  might  be  made  ? 

(c)  What  economic  principle  is  involved? 


CHAPTER   X 

MONEY   AND   ITS   PURCH.\SING    POWER 


1.  ySoaty  and  pricr.  9.  Money  in  exchaniTF.  j.  Barter  and  noed  for 
money.  4.  What  !«  money?  5.  I^he  definition  explained.  6.  FunaiunA 
of  money,  j.  Credit,  currency,  cash.  8,  Qunlilies  o(  giiod  money.  9. 
Coinage.  10.  Free,  unlimilcd,  gratuitotu  uDinoge.  it.  Money  exduaged 
by  wcii^t  &nd  by  count,  it.  SdKniorajcc.  ij|.  ScignioraKe  snd  [he  pur- 
chubig  power  ot  money.  14-  Other  Jllusiratloai.  1%.  Sci^Iotagc  m  the 
monetxiy  lyttcm  of  the  United  $latc«.  t(>.  Monetary  sytlcm  o(  the 
Unitvd  Suus.  141S-  17-  The  mint  price  and  the  marlcct  price  of  gold 
IrallkMi.    tS.  ConvertihlHty  of  money.     19.  lixerdses. 

I.  Hooey  and  Price. — Price,  we  have  seen,  is  the  amount 
of  a  thing,  money  or  other,  given  in  exchange  for  another 
thing.  But  prices  are  generally  thought  of  and  expressed 
in  money.  Reasoning  on  prices,  then,  muxt  include  an  ex- 
amination of  the  iniluenccs  which  determine  the  exchange 
powers  of  money.  It  is  at  once  evident  that  if  money  is 
extremely  scarce  while  com  exists  in  great  abundance,  very 
little  money  would  be  given  for  a  bushel;  that  is  to  say,  the 
price  o(  corn  would  be  low.  On  the  contrary,  were  money 
abumlant  while  corn  is  scarce,  it  would  require  much  more 
Bioney  to  buy  a  bushel;  the  price  would  be  high.  This 
does  not  differ  in  principle  from  exchanges  in  which  no 
money  is  involved.  If  at  the  same  time  we  have  a  scarcity 
0/  pain  and  the  yards  are  congested  with  cars  full  of  coal 
for  which  there  is  no  market,  a  bushel  of  corn  would  com- 
maad  a  large  supply  of  coal  in  exchange. 

In  order  to  account  for  the  money  price  of  goods,  account 
"    *  be  taken  of  the  supply  of  money,  as  well  as  of  the 
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supply  of  goods.  It  will  be  the  purpose  of  this  chapter 
to  point  out  some  determiiung  influences  on  the  purchasing 
powers  of  money.  The  purchasing  power  of  money  is  of 
such  significance  that  we  shall  devote  the  following  chap- 
ter also  largely  to  this  subject.  The  cliapters  immi-diatcly 
preceding  this  have  had  to  do  with  influences  which  deter- 
mine the  supply  of  and  the  demand  for  goods.  The  money 
price  of  a  good  dqicnds  upon  two  things;  the  su|^1y  of 
and  demand  for  the  good  and  the  purchasing  power  of 
money. 

3.  Money  in  Exchange. — In  an  economy  of  self-suffi- 
ciency the  choice  as  to  what  one  produces  is  determined 
by  his  personal  wants.  In  an  economy  of  interdependence 
and  trade,  such  as  we  know,  the  choice  as  to  what  one  pro- 
duces is  determined  by  abilities  and  aptitudes.  The  self- 
sufTicing  family  produces  its  own  clothing,  food,  and  drink. 
The  laborer  in  an  exchange  economy  throws  his  product 
upon  the  market,  let  who  vnW  consume  it.  He,  in  turn, 
looks  to  the  products  of  others  for  the  means  of  gratifying 
his  own  desires. 

The  producers  offer  their  several  products  for  sale  upon 
the  market,  these  same  producers  become  consumers,  buy- 
ing in  the  market  such  necessities,  comforts,  and  luxuries 
as  their  desires,  fancies,  or  caprices  may  dictate.  In  the 
market  exchanges  take  place  and  the  consequence  of  these 
exchanges  is  the  division  of  labor.  The  virtue  of  exchange 
is  that  it  brings  about  a  division  of  labor,  and  the  virtue 
of  a  division  of  labor  is  that  it  enlarges  production.  Ex- 
.f^Hi^Mg^tn  sti-V  T  lore  accurately,  makes  po»- 

ble ^'^^^^^Hbd  t  with  its  consequences. 

1  itcd  or,  bettei  v^V,  imde 

puoaiUc  Uv  'gc — naa-tucj- 
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3.  Barter  and  Need  (or  Money.— Could  a  community  in 
which  no  exchanging  takes  place  enjoy  a  division  of  labor? 
Yts,  but  under  an  entirely  different  economic  order  from 
that  in  which  wc  now  live.  It  would  be  posable  for  the 
different  members  of  a  communistic  society  to  follow  tasks 
to  which  thdr  talents  are  adapted,  should  they  distribute 
the  products  of  the  community,  giving  to  each  according 
to  his  need.  Thej-  would  share  the  income  of  the  com- 
munity in  the  same  way  that  the  familj'  to-day  distributes 
its  income  without  money  and  without  price.  The  divi- 
aon  of  labor  under  existing  circumstances  requires  per- 
sons to  get  together  in  exchange,  or  else  go  without  needed 
supplies. 

Exchanges  there  must  be,  but  exchanges  would  in  all 
instances  be  hampered  and  in  many  cases  would  be  im- 
possible without  the  use  of  money.    Even  in  cases  of  bar- 
ter, goods  traded  for  goods,  each  of  the  goods  traded  is 
evaluated  in  terms  of  the  money  unit,  in  order  to  deter- 
mine the  ratio  of  exchange  between  tliese  goods.     For  In- 
stance, suppose  that  the  manufacturer  of  pianos  could 
not  resort  to  the  use  of  money  to  effect  hw  exchanges,  he 
vo\iId  und  difficulty  in  trading  his  product  for  the  inexpen- 
sive commodities  of  evcr>'-day  use — salt,  coffee,  bread, 
and  the  small  articles  of  merchandise.    There  would  be 
many  persons  who  would  desire  a  piano,  but  who  would 
not  have  the  articles  needed  by  the  ptano-maker.    Or  if 
one  15  found  who  possesses  all  or  any  of  these  articles  it 

would  be  difficult.  If  not  impossible,  to  work  out  an  exact 

price  equivalent  as  between  the  piano  and  the  goods  to  be 

given  in  exchange  for  it 
Some  goods  arc  more  bartcrable  than  others.    Could 

the  piano-maker  first  exchange  his  product  for  a  very  bar- 
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terable  commodity,  one  for  which  all  would  be  wtUing  to 
exchange  whatever  goods  they  might  have  for  sale,  he 
would  experience  little  difficulty  in  obtaining  the  several 
conimodities  of  his  desire. 

4,  What  Is  Money?— Wc  may  first  note  bow  money 
may  not  be  defined.  It  ca.nnot  be  de&ned  by  telling  what 
it  is  made  of.  It  l<>  no  delimtion  to  say  that  the  money 
unit — the  dollar — contains  23.22  grains  of  pure  gold.  Dif- 
ferent commodities  have  been  used  as  money:  Knives  were 
formerly  used  as  money  in  China;  tobacco  served  the  same 
function  in  Virginia;  some  other  commodities  that  have 
served  this  function  are  wheat,  bark,  cattle,  iron,  and  shells. 

These  examples  show  also  that  there  is  no  particular 
shape,  size,  or  weight  which  money  must  have. 

Money-,  furthermore,  cannot  be  made  by  law.  Tobacco 
in  Virginia  was  money  before  it  was  sq  legally  detned.  A 
loaf  of  bread  would  not  become  a  dollar  should  we  afEx  a 
government  stamp  bearing  these  words:  "This  is  a  dollar 
^in  God  wc  trust."  The  law  may  declare  a  thing  "legal 
tender"  which  will  not  be  accqitcd  as  money.  If  the  law 
declares  some  commodity  to  be  money  which  debtors  may 
lender  in  the  full  discharge  of  debts  and  which  creditors 
are  compelled  to  accq>t,  the  contracts  between  debtors 
and  creditors  may  specify  that  payment  shall  be  made  in 
something  else. 

To  declare  a  thing  legal  tender  may  not  render  it  vala- 
able.  Continental  notes  were  legal  tender,  yet  they  were 
so  worthless  as  to  give  us  the  expression,  "not  worth  a 
continental."  There  may  be  money  which  docs  not  have 
the  quality  of  legal  tender.  A  slight  error  crept  into  the 
monetary  bill  for  the  Pl.ilippinc  IsIanrN  which  failed  to 

The  people  were 
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probably  unaware  of  the  oversight;  or  if  they  were  it  was 
a.  matter  of  no  consequence-  Small  change  was  used  at 
the  post-oflicc?,  banks,  and  in  general  circulation.  What 
is  more,  a  commodity  may  be  money  in  the  full  sense  of 
that  word,  and  at  the  same  time  be  counterfeit,  and  every- 
one may  know  that  it  is  counterfeit.  The  Philippines  fur- 
nish another  instance.  Copper  is  found  in  an  almost  pure 
state  in  one  place^for  all  I  know,  In  several  places— in  the 
hills,  and  the  natives,  at  the  time  of  the  American  occu- 
pancy, had  long  been  accustomed  to  mine,  pound  into 
shape,  and  use  this  copper  as  money.  Ccntavas  (a  copper 
piece  worth  the  half  of  an  American  penny)  [X)ssessed  the 
highest  degree  of  acceptability,  and  was  common  currency, 
despite  the  fact  that  all  knew  it  to  be  counterfeit. 

Anything — counterfeit  or  of  legal  sanction,  legal  tender 
or  not-  which  15  generally  acceptable  carries  with  it  a 
(unction  beyond  and  in  addition  to  its  ordinary  natural 
function.  If  copper  becomes  generally  acceptable,  it  takes 
on  a  function  in  addition  to  the  uses  made  of  it  in  the  in- 
dustrial arts.  And  this  additional  function  is  the  money 
function.  Wliatever  acquires  this  function  becomes  a 
medium  of  exchange. 

The  word  "medium"  deserves  particular  emphasis  here. 
The  copper  ceases  to  be  an  end  in  itself  and  becomea  a 
means  to  an  end,  "an  intermediate  thing  in  the  commerce 
hetveen  the  producers  and  consumers  of  any  and  of  every 
vUde."  The  seller  accepts  the  copper  with  no  other 
end  in  view  than  that  of  passing  it  on  in  payment  to 

another  seller. 
The  function  described  is  the  money  function:  money  is 

the  meiUum  of  exchange.    How  define  it  ?    Money  is  that 
ck  jtassa  freety  from  hand  to  hand  lltroughoul  the  earn- 
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munity,  in  paymetU  for  goods  and  in.  full  discharge  oj  d 
being  acttpted  witkottt  reference  to  the  chartuler  or  credit  of 
the  person  offering  it,  and  without  the  intention  of  the  person 
who  receives  it  to  consume  it  otherwise  than  in  tendering  it  fff  m 
others.  ■ 

5.  Th«  DefinitioD  Explained.— The  long  dcfinitioa  just 
given  embodies  a  number  of  points  which  dcscr\'c  special 
mention.  The  money  function  b  the  kernel  of  this  deB- 
nition.  That  very  able  and  gifted  writer,  F.  A.  Walker, 
had  this  in  mind  when  he  said :  "  Whatever  performs  this 
function,  does  this  work,  is  money,  no  matter  what  it  is 
made  of,  and  no  matter  how  it  comes  to  be  a  medium  at 
first,  or  why  it  continues  to  be  such.  So  long  as,  in  any 
community,  there  is  an  article  which  aU  producers  take 
freely  and  as  a  matter  of  course,  in  exchange  for  whatever 
they  have  to  sell,  instead  of  looking  about,  at  the  time,  for 
the  particular  things  they  themselves  wish  to  consume, 
that  article  is  money,  be  it  white,  yellow,  or  black,  hard 
or  soft,  atiiinal,  vegetable,  or  mineral.  There  is  no  other  ^ 
test  of  money  than  this.  That  which  does  the  money-H 
work  is  the  money- thing.  It  may  do  this  well;  it  may  do 
thU  ill.  It  may  bo  good  money;  it  may  be  bad  money — 
but  it  is  money  all  the  same." ' 

Some  writers  say  that  money  must  be  of  full  commodity 
value,  but  the  above  dcfmition  pays  no  regard  to  what 
money  is  made  of.  sa>-s  nothing  of  the  exchange  power  of 
the  commodity  used  to  make  money.  It  defines  money  in 
terms  of  what  money  docs— it  would  know  the  doer  by 
what  it  does.  It  would  include  all  media  of  exchange 
whether  paper  or  coin — it  is  enough  that  it  be  generally 
acceptable.  It  would  not  include  checks,  because  they 
■  Politicftl  Economy,  Advanced  Courw,  p.  115. 
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are  not  generally  acceptable,  do  not  pass  freely  from  hand 
to  hand,  arc  not  accepted  without  reference  to  the  char- 
acter or  credit  of  the  person  offering  them.  The  definition 
is  not  burdened  with  o\'crrehnement,  it  corre^onds  to 
popular  usage,  and  is  workable. 

6.  Functions  of  Money.^What  does  money  do?  To 
answer  this  question  is  to  give  the  functions  uf  money.  To 
serve  a&  a  common  medium  of  exchange  is  its  primary  June- 
lion,  other  functions  arc  derivative  from  this.  A  pen  or  a 
watch  performs  a  specific  service  and  is  wanted  for  no 
other  purpose.  Money  likewise  is  a  i»imple  tool  desired 
for  the  one  purpose  of  making  exchanges  and  none  other. 
Money  is  no  mysterious  thing,  no  mystic  principles  veil 
or  obscure  it;  it  is  a  tool  for  making  exchanges,  just  as  a 
hammer  is  a  tool  for  driving  nails. 

Money  is  a  standard  or  common  denominator  of  value 
or,  more  accurately,  a  standard  of  the  relative  prices  of 
goods.  This  is  a  derived  function,  although  many  writers 
class  it  with  the  first-mentioned,  and  siwak  of  these  as  the 
two  primary  functions.  This  error  is  easily  disposed  of, 
(or  a  thing  could  not  serve  as  a  standard  of  value  unless  it 
be  a  medium  of  exchange.  Strictly  speaking,  money  is 
not  a  standard  of  value  as  between  persons.  It  would  be 
a  curiously  poor  yardstick,  which  is  two  feet  long  in  one 
man's  hands  and  ten  feet  long  in  the  hands  of  another. 
But  something  comparable  to  th's  Is  true  in  the  case  of 
the  dollar,  for  it  reflecu  large  margin.Hl  desiral>ilitj'  for  the 
poor  and  little  for  the  rich.  Comadered  from  the  stand- 
point of  one  person,  the  iloltar  docs  serve  as  a  measure  of 
the  comparative  worth  of  different  commodities.  The  in- 
(fividual  measures  the  relative  valuations  of  corn  and 
wheat  by  bringing  these  in  comparison  with  the  value  be 


20i 


Introduction  to  £kwwiRiat 


attributes  to  a  unit  of  money.  If  for  him  the  marginal 
desirability  of  a  bushel  of  com  and  the  altcraative  use  of 
a  dollar  arc  equivalent.  whi!c  the  marginal  desirability  of 
a  bushel  of  wheat  would  be  the  equivalent  of  two  dollars, 
he  would  here  have  measured  the  values  attributed  to 
two  commodities,  finding  the  one  to  be  double  that  of  the 
other.  As  between  persons,  howe\'er,  money  serves  sim- 
ply as  a  measure  of  price. 

The  third  function  of  money,  likewise  derived  from  the 
first  mentioned,  is  that  of  a  storehouse  of  general  purchas- 
ing power.  When  we  speak  of  value  being  stored  in  moncj- 
we  do  not  imply  that  value  is  something  intrinsic  in  money; 
we  mean  that  money  is  a  durable  thing  and  that  it  is 
always  salable. 

The  fourth  function  of  money  is  wtty  similar  to  the 
third:  tt  iS  a  standard  of  deferred  payments.  The  pur- 
chaser defers  payment  when  he  buys  goods  on  credit ;  the 
borrower  defers  payment  when  he  borrows  from  a  l>ank; 
in  any  case  payment  is  deferred  when  a  debt  is  made.  If 
one  borrows  $i,ooo  for  one  year's  time,  he  agrees  simply 
to  return  the  $i,ooo  plus  the  interest;  he  does  not,  except 
in  rare  instances,  agree  to  pay  back  as  much  purchasing 
power  as  he  borrowed.  As  a  little  reflection  will  show, 
this  introduces  a  point  of  great  significance.  Let  us  sup- 
pose that  one  had  borrowed  in  the  year  \()i$  Si.ooo,  which 
he  agreed  to  repay  in  1930.  Assume  further  that  in  this 
five  years  prices  double,  that  in  1920  it  will  take  $2  to 
buy  the  same  goods  which  $t  would  have  bought  in  1915. 
What  would  be  the  con-iequences  ?  As  much  money  would 
be  returned  as  was  borrowed;  the  debt  would  be  paid  in 
legal  lendor  and.  therefore,  legally  cancetlcd.  The  obliga- 
tion would  be  cancelled,  dollar  for  dollar  returned,  while 
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but  one-half  of  ihe  purchasing  power  would  be  rci>aid. 
But  this  is  not  all,  for  the  creditor  has  been  affected  with 
a  Krious  injustice,  and  the  debtor  has  enjoyed  an  unouncd 
bcneaL 

Moiic>'  (and  this  is  the  last  Function  to  be  mentioned, 
although  it  certainly  is  not  a  distinct  function)  is  used  as 
the  rcsen'es  of  banks.  Notes  and  checks  arc  based  on 
bank  deposits  or  reserves.  Bank  reserves  form  the  basis 
of  the  credit  structure. 

7.  Credit,  Currency,  Cash. — Popular  usage  make<;  money, 
credit  instruments.  currenc>',  and  cash  s>Tion3-mous,  but 
there  are  differences  in  the  meanings  of  these  terms. 

Credit:  There  could  be  no  aedit  apart  from  confidence. 
When  a  buyer  of  goods  or  services  makes  a  promise  to  pay 
at  a  later  date,  he  is  trusted  or  ^vcn  credit.  Thi:s  credit 
is  evidenced  by  written  promises  or  contracts  to  pay,  these 
written  contracts  being  called  credit  instruments.  Credit 
instruments  are  unconditiooal  promises  to  pay  money  on 
demand  or  at  a  specified  future  time.  Certain  credit  tn> 
stnnnents,  bank-notes  for  example,  become  generally  ac- 
ceptable throughout  the  community;  and  since  they  come 
to  do  the  money-work,  they  arc  therefore  the  money-thing. 
This  type  of  money  is  called  "representative  money"  by 
some  and  *'fiduciar>-  money"  by  others. 

Currency:  Certain  goods  acquire  through  custom  a  high 
degree  of  marketability;  these  are  money  or  closely  ap- 
proximate it.  Goods  or  Instruments  with  a  high  degree 
of  marketability  serve  as  circulating  media  or  currency. 
Currency  includes  primary  money  (gold  in  the  United 
States,  which  is  back  of  alt  other  forms  of  money) ,  fiduciary 
money  (which  is  backed  by  primary  money),  and  bank 
deposits. 
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CiwA;  Some  forms  of  currency  such  as  checks  drawn 
against  bank  deposits  arc  of  limited  acceptability.    Cash 
always  means  "ready  money."    Generally  speaking, 
is  a  synonjTn  for  currency. 

8.  Qualities  of  Good  Money. — ^An  essential  quality  of 
good  money  is  itability,  because  movements  in  the  purchas- 
ing power  of  money  are  always  troublesome.  If  a  com- 
modity maintain  the  same  exchange  power  through  time, 
its  money  price  will  vary  with  every  variation  in  the  pur- 
cha^ng  power  of  money.  If  wheat  is  priced  at  one  dollar 
the  farmer  borrows  the  equivalent  of  1,000  bushels  of  bis 
product  when  he  borrows  $1,000.  Assume  the  exchange 
power  of  wheat  relative  to  other  goods  to  be  stable  for  the 
period  of  a  loan,  yet  it  is  possible  for  the  price  to  drop 
from  a  dollar  to  fifty  cents,  because  of  an  increase  in  the 
purchasing  power  of  money.  In  this  case  the  farmer 
would  have  borrowed  the  equivalent  of  1,000  bushels  of, 
his  product  a.nd  would  be  compelled  to  return  in  payment 
the  equivalent  of  2,000  bushels  of  his  product.  Or  assui 
that  two  bushels  represent  a  day's  labor;  he  would  have 
borrowed  the  product  of  500  days'  labor,  paying  for  it  the 
product  of  1. 000  days'  labor.  On  the  contrary',  should  the 
purchasing  power  of  the  money  tuut  be  diminished  by  one- 
half,  the  wheat  would  double  in  price,  and  the  farmer 
would  return  the  product  of  only  250  days*  labor. 

Money  should  also  be  uniform  in  purchasing  power.    If 
there  were  no  fixed  relationship  in  purchadng  power  of -J 
coins,  or  should  there  be  a  lack  of  uniformity  in  the  pur-^ 
chasing  power  and  appearance  of  notes  coming  from  banks 
in  different  sections  of  the  country,  there  would  be  no  cndV 
of  confusion,  both  in  current  transactions  and  in  deferred 
payments. 


s  of  J 

lentfl 


Money  and  Its  Purchasing  Power       205 


Money  should  be  eUuUc  in  order  that  it  may  be  acljusted 
to  the  varying  needs  of  trade.  Inctastidty  has  been  the 
most  serious  defect  in  our  monetary  system.  Hard  money 
cannot  be  coined,  thrown  into  circulation,  and  withdrawn 
vith  the  changing  demands  of  trade.  ?^lasticit>'  is  to  be 
looked  (or  through  the  expansion  and  contraction  of  notes. 

Money  should  be  in  amveniettt  denominations  in  order 
that  it  may  be  adaptable  to  all  transactions,  to  large  buM- 
ness  deals  and  petty  purchases.  Many  have  argued  in 
favor  of  a  half-cent  piece  in  order  to  stfll  further  ads^t 
money  to  current  needs. 

Money  should  be  coni^enimt  to  handle.  If  the  dollar 
urere  made  of  iron  it  would  be  too  bulky.  We  no  longer 
coin  the  dngle  gold  dollar,  because  it  is  too  small  for  gen- 
eral convenience. 

^loncy  should  be  btautijui,  easy  to  recognise,  dtftcull  to 
counterfeit.  It  should  be  made  of  substance  which  is  im- 
preisabk,  or  capable  of  taking  and  holding  the  impression 
or  die.  It  should  be  of  such  shape  and  hardness  as  to 
make  it  difficult  or  impossible  to  remove  a  portion  of  the 
metal  without  defacing  the  coin.  Coins  are  made  harder 
by  the  addition  of  alloy.  Small  coins  should  contain  a 
large  per  cent  of  alloy,  because  they  get  more  wear  than 
large  coins.  In  a  dollar's  worth  of  small  coins  there  is 
much  more  surface  exposed  to  friction  and  wear  than  in  a 
angle  dollar-c<»o. 

Money  should  be  durable.  No  perishable  commodity 
could  serve  as  a  standard  of  deferred  payments  or  as  a  store- 
house for  saving. 

9.  Coinage  is  the  process  of  converting  bullion  into 
coin.  When  a  government  stamps  a  piece  of  metal,  cer- 
tifying its  weight  and  fineness,  the  process  is  known  as 
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coinage.    Coinage  is  a  matter  of  convenience;  no  questio 
arc  asked  when  one  tenders  a  gold  coin  in  payment.    The 
people  accept  a  coin  by  talc  or  count  when  the  government 
by  means  of  its  stamp  has  certified  as  to  its  weight  and' 
fineness.    One  would  appreciate  the  necessity  for  coinage: 
were  he  compelled  to  carry  around  the  ncccssar>'  acids, 
retort,  and  scales  to  test  and  weigh  the  proper  amoimts  of 
the  precious  metals  used  in  his  current  purchases.    The 
fact  that  coins  are  accepted  at  face  value  furnishes  tempta- 
tion to  the  counterfeiter,  because  he  knows  that  a.  similar  ^| 
stamp  on  a  baser  metaJ  would  pass  current.    The  clipper,^ 
likewise  the  sweater,  is  also  tempted,  for  if  he  can  abstract 
part  of  the  metal  in  such  a  way  as  not  to  disfigure  the  coin, 
it  will  continue  to  pass  at  full  face  value.     Improvemcnta 
in  the  art  of  coinage  have  been  stimulated  by  the  presence  ■ 
of  potential  counterfeiters.    At  first  coins  were  stamped  on 
but  one  side,  later  both  sides  were  stamped,  so  that  the 
stamp  would  be  defaced  in  a  process  of  removing  a  portion 
of  the  metal.    The  edges  were  milled  to  defeat  the  worl^fl 
of  the  clipper.    The  sweater's  task  is  made  hard  by  a  pro- 
vision for  the  recoinage  of  pieces  showing  natural  wear,  so 
that  a  worn  coin  is  an  object  of  public  distrust.  fl 

The  medium  of  exchange  must  have  universal  accepta- 
bility, and  this  it  cannot  have  unless  it  maintains  the  iuil 
confidence  of  the  people.  A  country's  monetary  system 
pervades  the  whole  life  of  the  community.  So  significant 
is  coinage  that  governments  everywhere  single  out  coinage 
as  a  particular  process  to  be  monoj>oU/.cti  by  the  sovereign 
power  of  the  State,  and  counterfeiting  is  made  an  act  of 
treason. 

lo.  Free,  Unlimited,  Gratuitous  Coinage. — Many  peop 
have  the  idea  that  free  coinage  means  simply  that  a  perso 
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may  have  his  bullion  converted  into  coin  free  of  charge. 
This  would  be  true  in  case  of  gratmtous  coinage,  but  not 
in  case  of  free  coinage.  We  arc  said  to  have  free  ounage 
when  any  owner  of  bullion  is  at  liberty  to  have  it  coined 
OD  the  same  terms  as  the  government,  or  as  any  other 
dtizeo.  There  may  or  may  not  be  a  charge  for  the  opera- 
tloo.  We  have  the  free  coina^  of  gold  in  the  United 
States. 

Unlimited  coinage  has,  of  course,  just  the  opposite 
meaning  of  limited  coinage.  If  wc  had  limited  coinage  of 
gold  the  government  would  specify  a  limit  to  the  amount 
of  onn  which  one  might  have  struck.  Wc  have  the  un- 
fimitcd  coinage  of  gold  in  the  United  States. 

Gratuitous  cc^nage,  as  above  implied,  means  that  the 
government  makes  no  charge  for  converting  bullion  into 
cola.    We  have  the  gratuitous  coinage  of  gokl. 

II.  Money  Exchanged  by  Weight  and  by  Coast. — In 
ancient  times  the  precious  metals  were  not  always  coined. 
Thc>-  were  used  as  money  in  bulk.  Exchanges  involving 
money  must  have  been  difficult  to  make  and  only  approxi- 
mately accurate,  for  the  metal  had  to  be  weighed  and 
tested.  Even  in  antiquity  there  was  some  coinage;  "pieces 
of  silver"  are  spoken  of  in  Genesis  (20  :  16,  37  :  a8).  Also 
in  Genesis  reference  is  made  to  "money  in  full  weight'* 
(33  :  21);  another  reference  is  to  "land  worth  four  hundred 
shekels  (224  grains  troy)  of  silver  .  .  .  and  Abraham 
weighed  to  Ephram  the  silver  "(Genesis  33  :  15,16).  "And 
I  .  .  .  weighed  him  the  money  in  the  balances"  (Jeremiah 
3a  :  10).  Reference  is  made  in  the  Bible  also  to  the  use  of 
gold  (Genesis  44  :  8)  and  brass  (Matthew  to  :  9)  as  money. 
The  probability  b  that  a  number  of  metals  were  used  as 
moDcy  ajid  that  they  passed  for  the  most  part  by  weight. 
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In  our  day  gold  bars  arc  used  to  settle  international  bal- 
ances. 

The  exchange  of  coins  (exchange  by  count)  is  in  reality 
an  exchange  by  weight,  for  coins  arc  but  pieces  of  metal  ^ 
stamped  to  indicate  their  weight  and  fineness.    The  Amer-  ^ 
ican  dollar  b  33.22  grains  of  fine  gold  stamped.     In  1816 
the  English  Parliament  defined  the  pound  sterling  as  being 
113  grains  of  pure  gold,  and  that  definition  still  holds. 
The  American  gold  coin  is  nine-tenths  fine  and  the  English 
sovereign,  the  "pound,"  is  eleven-twelfths  fine.    Thepar^ 
of  exchange  (the  ratio  of  fine  gold  in  them)  is  4.S66;  that  V 
is,  that  number  of  dollars  contains  the  same  amount  of 
fine  gold  (113  grains)  as  an  English  pound.  fl 

12.  Seigniorage   is  the  charge  which  the  government  ^ 
malccs  for  converting  bullion  into  coin.    This  charge  may 
be  barely  sufficient  to  cover  the  actual  cost  of  coinage,  orj 
it  may  be  large  enough  to  leave  a  surplus  above  the  cost ' 
of  coinage,    That  part  of  seigniorage  covering  the  actual 
cost  of  coinage  has  been  termed  brassage. 

Should  the  purchasing  power  of  a  coin  be  computed 
according  to  the  amount  of  the  bullion  contained  in  it,  or 
should  the  cost  of  mintage  be  added?  That  is  to  say,  il 
it  costs  5  cents  to  coin  a  $5  gold-piece,  should  it  contain 
500  cents*  worth  of  gold,  or  should  it  contain  only  49$ 
cents'  worth  of  bullion,  and  should  the  cost  of  coinage 
(5  cents)  be  added  in  to  make  up  the  $5?  Those  who 
answer  that  it  should  contain  only  495  cents'  worth  of 
bullion  argue  as  follows:  The  distinct  need  for  money 
gives  an  additional  purchasing  power  to  gold  which  has 
taken  the  form  of  coin.  As  a  piece  of  furniture  is  worth 
more  than  the  crude  lumber  of  which  it  is  made,  so  a  coin 
is  worth  more  than  the  bullion  contained  tn  it.    If  a  pair 
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of  shoes  is  worth  more  than  so  much  leather,  why  is  not 
a  ocm  worth  more  than  so  much  bullion? 

\M)3t  is  more,  if  a  gold  coin,  say  S5,  has  five  dollars* 
worth  of  bullion  in  it,  what  is  to  prevent  its  being  melted 
down  when  ocoLsion  arises?  The  metal  would  be  alter- 
nately coined  and  melted  down,  recoined  and  again  melted 
as  ncc;ssitic3  dictate. 

11  is  evident  that  if  the  bullion-owner  were  asked  to 
give  500  cents'  worth  of  bullion  and  to  pay  in  addition  $ 
cents  (making  505  cents'  worth  of  bullion),  he  would  athcr 
have  no  coining  done,  or  else  a  $5  coin  would  be  worth 
more  than  500  cents. 

In  connection  with  foreign  trade  another  question  would 
arise,  for  a  coin  containing  495  cents'  worth  of  bullion 
might  be  kept  in  circulation  at  Its  face  value  (five  hundred 
cents)  in  the  country  of  its  issue,  but  it  would  buy  only 
495  cents'  worth  of  goods  from  another  country". 

13.  Seigniorage  and  tiie  Purchasing  Power  of  Money.— 
This  topic  suggests  a  significant  monetary  principle,  and 
in  order  that  thU  principle  may  stand  out  more  boldly  I 
shall  avoid  confu^ng  it  with  a  multitude  of  considerations 
by  limiting  the  discussion  to  a  single  assumed  countr>'. 
Assinne  that  in  a  certain  country  the  monetary  transac- 
tions remain  about  constant,  and  that  1,000,000  coins, 
each  containing  100  grains  of  fine  gold,  are  required.  ITiis 
would  involve  the  use  of  100,000.000  grains  of  gold  as 
money.  If  the  go\*erament  decides  to  charge  a  sdgnioroge 
of  I  per  cent,  it  may  take  one  grain  out  of  each  coin,  thus 
leaving  1,000,000  coins  in  circulation,  each  of  which  con- 
tains 99  grains  of  tine  gold.  Would  a  coin  now  pur- 
chase as  much  as  when  each  contained  100  gnuns?  It 
would,  for  there  would  be  no  increase  in  the  number  of 
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coins,  and  no  decrease  in  the  demand  for  purposes  of  ex- 
change. 

"  But  suppose  the  sovereign  proceeds  further,  and  takes, 
not  I  grain  but  lo  from  every  hundred,  issuing  1.000,000 
pieces  of  only  90  grains  each.  Will  the  purchasing  power 
of  each  piece  be  alTcctrd?  Not  in  the  least.  There  is 
the  same  demand  for  pieces,  the  same  supply.  People  still 
want  pieces  of  money;  can  only  get  ihem  by  giving  com- 
modities for  them;  have  as  many  commodities  and  no  fewer 
to  give;  and  there  are  just  as  many  pieces  and  no  more  to 
be  obtained  in  this  way." ' 

Now,  assume  that  the  government  goes  to  the  full  limit 
of  seigniorage  and  takes  out  100  per  cent  of  the  bullion 
in  a  piece  of  money.  Will  a  piece  of  money  now  purchase 
as  much  as  before?  Yes,  on  one  comlitlon,  and  one  only, 
namely,  tliat  there  be  no  alteration  in  the  supply  relative 
to  the  demand  for  money. 

The  reasoning  found  in  this  paragraph  was  clearly 
stated  by  the  great  thinker,  David  Ricatdo,  over  a  century 
ago,  and  through  all  these  years  not  a  single  first-rate 
writer  on  the  subject  has  de\-iated  from  his  thought.  To 
present  the  whole  matter  in  a  word:  the  purcha^ng  power 
of  money  is  determined  by  the  demand  for  relative  to  the 
supply  of  money. 

14.  Other  Illustrations. — Assume  that  this  government 
charge  a  seigniorage  of  25  per  cent,  and  that  it  provides 
that  the  bullion  content  of  coins  should  not  be  diminished. 
What  would  be  the  immediate  effect  on  prices?  Inasmuch 
as  there  would  be  the  same  amount  of  money  and  the  same 
amount  of  money-work  to  be  done,  there  would  be  tu^ 
lediate  change  in  prices.    Would  the  bullion-owner  b^. 

'W  -    ■■   '•  iltifc»l  Econamir.  Advanced  Comsk,  p.  1+7. 
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encouraged  to  take  his  bullion  to  the  mint?  No,  because 
he  could  get  in  exchange  for  his  bullion  only  75  per  cent 
as  many  coins  as  before  the  enactment  of  the  law.  What 
would  be  the  effect  on  the  purchasing  power  of  a  coin 
should  the  monetary'  demand  increase,  due  to  the  normal 
business  growth  of  the  community?  I  answer^  tt  would 
Increase.  The  purchasing  power  of  a  coin  would  continue 
to  grow  beyond  and  above  its  bullion  content  with  the 
growth  in  the  monetary  demand.  When  the  purchasing 
power  of  a  coin  becomes  35  per  cent  larger  than  its  butlitm 
content,  would  men  be  induced  to  have  their  bullion  coined? 
They  would  be  under  precisely  the  same  inducement  as  if 
no  seigiuorage  existed;  they  would  receive  from  the  mint 
coins  whose  purchasing  power  would  be  the  full  equivalent 
of  the  bullion  they  brought  to  the  mint. 

Let  us  change  the  assumption:  The  government  decides 
to  debase  the  coins  25  per  cent  (i.  «.,  have  them  contain 
35  per  cent  less  gold),  and  to  hoard  the  25  per  cent  seignior- 
age. This  would,  of  course,  cause  no  increase  in  the  rate 
of  coinage.  A  light-weight  coin  would  now  cost  the  same 
that  a  full-weight  coin  had  cost  before  the  seigniorage 
charge,  and  since  the  charge  would  not  cause  an  increase 
In  the  number  of  coins,  there  could,  under  this  assumption, 
be  no  rise  in  prices. 

Would  prices  fall?  This  woultl  happen  only  in  case  the 
Ught-wcieht  became  more  valuable  than  the  full-weight 
coins,  and  they  could  become  more  valuable  only  by  a 
daninution  in  the  number  of  coins  struck.  And  since  men 
would  i^ve  no  more  bullion  for  a  light-weight  coin,  and 
since  It  would  buy  as  much  as  a  full-weight  coin  (for  we 
Iwvc  seen  that  prices  could  not  rise),  the  rate  of  coinage 
■<»*«W  not  be  diminished. 
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Let  us  suppose  that  after  accumulating  a  large  fund  of 
seigniorage  tJic  govcrnmcnL  adopts  the  policy  of  coiniog 
its  fund  of  seigniorfige,  and  thus  adding  largely  to  the 
supply  of  money  in  circulation.  How  will  this  affect  the 
purchasing  power  of  money?  So  long  as  this  25  per  cent 
seigniorage  was  hoarded  it  had  no  more  effect  on  prices  ot 
(what  is  the  same)  on  the  purchasing  power  of  money 
than  if  it  were  non-existent.  Hut  the  very  moment  this 
large  additional  sum  of  money  enters  into  circulation,  the 
suppdy  of  monc}'  relative  to  the  demand  for  it  is  increased, 
so  the  purchasing  power  of  coins  will  diminish;  in  other 
words,  prices  will  rise.  Demand  remaining  the  same,  so 
long  as  the  quantity  of  money  is  limited,  a  debased  coin 
will  circulate  not  according  to  the  amount  of  the  metal 
actually  contained,  but  at  the  purchasing  power  it  should  ^ 
bear,  were  it  of  full  weight  and  6nencss.  Depreciation  of  ^M 
money  (rise  in  prices)  can  result  only  from  an  excess  of  it. 

It  has  been  said  that  prices  would  rise  (the  purchasing 
power  of  money  would  decline)  at  the  time  when  this  large 
additional  volume  of  money  enters  the  market.    Let  us  ^| 
now  consider  the  permanency  of  this  decline.    We  have  ^^ 
assumed  that  men  have  been  bringing  100  grains  of  gold   ^ 
to  the  mint  in  exchange  for  coins  which  (though  they  con-  ^M 
tain  75  grains)  arc  worth  the  full  100  grains.    If  coin.<i  arc 
now  worth  Ic-ss  than  100  grains  of  gold,  it  will  be  evident 
that  bullion-owners  will  no  longer  give  too  grains  for  coins 
worth  less  than  ico  grains.    After  this  actra  supply  of 
coins  has  been  absorlied  In  the  market,  there  will  be  little 
or  no  gold  ofTered  to  the  mint  for  coinairc.    As  the  mone- 
tary demand  of  the  community  prov  ■  wW  decline 
(the  purchasing  power  of  monej-  ■■  n-' 
tinue  until  tbe  money  unit   '"■■' 
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equivalent  to  that  of  loo  grairus  of  gold,  when  the  bullion- 
owners  will  ixanm  offer  their  golt!  to  the  mint. 

1$.  Seigniorage  in  the  Monetary  System  of  the  United 
System.— I'he  following  table  will  show  the  main  features 
of  our  monetary  system.  Gold  is  the  only  kind  of  money 
which  Is  not  artificially  limited  in  amount;  il  is  the  only 
metal  subject  to  free,  unlimited,  and  gratuitous  coinage. 
Minor  coins  are  issued  only  in  exchange  for  other  money.; 
men  get  change  from  the  bank,  and  the  bank  obtains  it 
from  the  government  mints.  Small  coins  arc  redeemed 
^on  demand  at  the  treasury  and  at  the  banks.  Their  con- 
vertibility maintains  their  parity.  As  the  following  tabic 
will  show,  the  bullion  content  of  these  coins  is  small. 

The  variety  of  uses  for  money  necessitates  a  number  of 

difTerenl  denominations,  there  being  an  elastic  limit  to  the 

amount  needed  in  the  different  denominations.    If  there 

be  a  shortage  of  dimes,  traders  would  be  glad  of  the  priW- 

lege  of  exchanging  other  money  for  dimes;  if  too  many 

^dimes,  traders  will  be  anxious  to  exchange  dimes  for  the 

wore  needed  denominations.    Relative  to  all  forms  of 

money,  there  b  a  point  of  greatest  convenience  for  any 

one  denomination,  and  this  point  is  called  the  saturation- 

P<*mt.    This  point  marks  the  upper  limit  to  the  supply  of 

J^y  denomination.    The  dime,  for  example,  is  convertible 

joto  other  forms  of  money,  and  when  too  many  dimes  get 

^^*>  circuljition  they  will  be  offered  for  redemption.    But 

the  bullion  content  of  the  dime  (silver  subsidiary: 

*°*d  ::  14.958  :  i)  is  small,  the  government  issues  it  at  face 

*'^'tie.  ihiis  making  a  profit.    Il  is  therefore  to  the  interest 

"'the  government  that  these  coins  remain  in  circulation. 

"■  povcrnmenr  maintains  their  circulation  by  using  its 

)vcr  coinage  to  limit  their  output. 
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x6.  Monetary  System  of  the  United  States, 

1915. 
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17.  The  Mint  Price  and  the  Market  Price  of  Gold  Bol- 
Uon. — The  weight  of  a  gold  eagle  must  not  vary  more  than 
half  a  grain  from  the  standard  weight  prescribed  by  law. 
Smaller  gold  coins  must  var>'  not  t>ver  one-fourth  of  a 
grain.  This  allowable  variation  is  called  the  "tolerance 
of  the  mint."  The  American  gold  dollar  contains,  allow- 
ing for  the  tolerance  of  the  mint,  23.22  grains  of  line  gold. 
In  the  United  States  23.22  grains  of  &ne  gold  is  worth  as 
much  in  the  form  of  bullion  as  in  the  form  of  a  coin.  Why 
is  this  so?  The  answer  is  that  we  have  free,  unlimited, 
and  gratuitous  coinage  of  gold.  The  owner  enjoys  the 
privilege  of  offering  hU  gold  bullion  to  tlie  mint  in  exchange 
lor  gold  coin.  There  is  no  limit  to  the  amount  that  he  may 
so  offer,  and  no  seigniorage  is  charged  him;  be  gets  as 
much  metal  in  the  form  of  coin  as  he  offers  in  the  form  of 
bullion.  A  dollar  could  be  worth  neither  more  nor  less 
than  23.22  grains  of  gold,  because  the  mint  stands  ready 
at  all  times  to  give  gold  coins  for  the  amount  of  bullion 
they  contain. 

Furthermore,  the  market  price  (the  price  of  gold  bullion 
in  the  open  market)  cannot  vary  from  the  mint  price  (the 
amount  of  money  which  a  given  weight  of  gold  will  pro- 
duce when  coined)  of  gold  bullion.  Before  the  bullion- 
owner  are  two  competing  markets,  the  arts  market  and 
the  money  market.  On  the  one  side  stand  the  manufac- 
turers of  jewelry  and  other  articles  made  of  gold,  these 
manufacturers  being  the  middlemen  through  whom  are 
expressed  the  demands  of  all  purchasers  of  gold  products. 
On  the  other  hand  stands  tlie  mint,  likewise  an  interme- 
diary institution  through  which  are  expressed  the  demands 
of  the  whole  people  who  are  offering  their  goods  in  exchange 
for  money.    To  which  market  will  the  owner  sell  bis  bul- 
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lion?  The  answer  is  a  simple  one;  to  the  one  offerii 
higher  price.  Let  us  assume  (or  the  sake  of  illust 
tlial  the  arts  market  offers  a  slighUy  higher  price. 
bullion  would  drift  from  the  money  market  to  th 
market.  This  would  limit  the  output  o(  money, 
causing  its  purcha^ng  power  to  rise;  relatively  spe 
it  would  enlarge  the  gold  supply  in  the  arts  market 
causing  its  money  price  to  decline.  I'he  change  ' 
mand.^  in  the  two  markets  would  now  cause  gold  t( 
in  the  opposite  direction— from  the  arts  to  the  i 
market.  The  precious  metals  are  very  scnative, 
responsive  to  even  slight  variations  in  demand — so 
so.  indeed,  that  virtually  no  difference  exists  in  1^ 
of  gold  as  between  the  two  markets.  f 

Now  that  gold  coined  and  gold  uncoined  arc  wori 
same,  we  may  say  that  there  can  be  no  change  i 
money  price  of  gold.  A  dollar,  regardless  of  chan; 
the  prices  of  all  other  commodities,  will  always  exc 
for  33-2J  grains  of  fine  gold,  no  more  and  no  less. 
is  the  primary  money  of  the  United  States;  all  other 
of  our  money  are  automatically  regulated  by  the  pu 
ing  power  of  gold.  |H 

i8.  Convertibility  of  Money. — Any  one  kind  off 
is  convertible  when  it  is  capable  of  being  exchanged 
redeemed  in  another  kind  of  money.  In  a  broader 
wc  may  speak  of  the  convertibility  of  any  good  into  n 
land  is  convertible  into  money  and  money  into  land, 
vertibility  is  used  generally  to  exchange  other  for 
money  for  primary  money.  Convertibility  may  be 
implied,  as  in  case  of  our  silver,  or  it  may  be  and  u 
is  exprcs^d.  It  xs.  expressed,  for  example,  on  a  $ii 
cei7<  '  ihciw  words:  "This  cerli&es  that  there 
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been  deposited  in  the  Treasury  of  the  United  Stales  of 
America  ten  dollars  in  gold  coin,  pax'ablc  to  the  bearer  on 
demand." 

The  purchasing  power  of  fiduciary  money  will  be  main- 
tained by  the  primary  money,  even  though  it  should  have 
little  or  no  bullion  content  when  a  targe  amount  of  it  is  in 
circolation.  It  is  conceivable  that  too  pennies  might  be 
made  worth  more  than  a  onc-do!Iar  piece.  They  perform  a 
very  necessary  function  in  our  petty  transactions  and  were 
their  supply  narrowly  limited,  they  would  surely  rise  in 
purchasing  power.  After  1893  British  India  restricted  the 
coinage  of  their  rupee,  and  the  monetary  demand  of  the 
community  grew  until  the  money  worth  of  the  rupee  sur- 
passed its  bullion  worth.  When  the  rupee  reached  i6d., 
for  instance,  it  would  have  produced  no  effect  for  the  gov- 
ernment to  ofTer  to  redeem  it  at  i.sd.  in  goU.  This  reason- 
ing leads  to  this  conclusion:  Convertibility  determines  a 
limit  below  which  the  purchasing  power  of  fiduciary  money 
cannot  fall,  but  it  can  go  above  that  Umit- 

This  conclusion  suggests  another  important  considera- 
tion: If  under  our  s)%tem  the  purchasing  power  of  a 
fiduciary  dollar  cannot  go  below  (under  certain  conditions 
might  even  go  above)  the  gold  dollar,  does  it  follow  that  a 
large  issue  of  fiduciary'  monej*  would  have  no  bearing  on 
the  purcha^ng  power  of  a  dollar?  This  does  not  follow. 
Ever)'  additional  dollar  thrown  into  circulation  has  the 
cfiect  of  lowering  the  purcha^ng  power  of  every  other  dol- 
lar. If  for  every  dollar  of  fiduciary  money  we  add  to  our 
drculflting  media  we  should  withilraw  a  gold  dollar  from 
drcuIutioQ,  placing  it  in  the  treasury  to  redeem  the  fidu- 
n'  -"  could  be  no  change  in  prices  (the  purchasing 

_  ihe  dollar  would  remain  the  same).     Prices,  the 
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demand  for  money  remaining  the  same,  could  not  change, 
because  there  would  be  no  alteration  in  the  supply  of 
money.  But  we  do  not  deposit  gold,  dollar  for  dollar,  back 
of  all  the  circulating  media.  Long  experience  has  demon- 
strated that  there  is  need  for  a  gold  redemption  hxad  which 
is  small  in  comparison  with  the  total  circulating  media. 
It  is  rare  that  some  forms  of  fiduciary  money  are  offered 
for  redemption.  This  fact  leads  to  the  conclusion  that  a 
large  issue  of  fiduciary  money  adds  to  the  supply  of  money, 
and,  therefore,  the  demand  for  money  remaining  the  same, 
the  purchasing  power  of  a  dollar  will  decline  (prices  will 
rise). 

19.  Exercises. — i.  If  there  were  no  exchanges  would 
there  be  any  money  ?  If  there  were  no  mone>'  would  there 
be  any  exchanges?  State  the  causal  sequence  between  the 
following:  large  production,  money,  minute  division  of 
labor,  exchange,  price. 

2.  Tobacco  is  not  money.  Why.*  Tobacco  would  be 
money  under  certain  conditions.  What  are  the  condi- 
tions? What  is  meant  by  '"that  which  does  the  money- 
work  is  the  money-thing"? 

3.  What  is  meant  by  "  legal  tender"  ?  Could  a  commod- 
ity serve  as  money  which  is  not  legal  tender?  Give  an 
example  to  prove  your  answer. 

4.  What  is  tiie  primary  function  of  money?    Mention 
Ffive  other  functions  which  are  derivative  from  this? 

5.  Are  the  following  synonyms:  money,  currency,  cash? 

6.  What  arc  the  qualities  of  good  money?  Would  the 
qualities  of  money  which  is  good  for  a  poor  society  accus- 
tomed to  petty  transactions,  be  the  same  as  those  of  good 
money  for  a  wealthy  society  in  which  there  are  large 
monetary  transactions? 

7.  In  many  markets  the  laws  require  that  the  exact 
quality  and  weight  of  goods  be  stamped  upon  the  con- 
tainer; coinage  laws  require  that  metal  be  stamped,  thus 
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ccrtiTjTng  its  weight  and  fineness.    The  objects  of  the  law 
ia  the  two  ca.ses  ate  not  precisely  the  same.    Explain. 

S.  In  the  United  States  we  have  the  free,  .  .  .,  and  .  .  . 
coinage  of  gold.  Fill  in  the  blank  spaces  and  define  the 
tcnns  used. 

9.  This  chapter  states  that  money  would  not  depreciate 
in  purchasing  power  under  certain  conditions,  even  though 
100  per  cent  seigniorage  were  taken  out.  Is  this  true,  and 
if  so,  under  what  conditions? 

10.  The  mint  price  and  the  market  price  of  gold  tend 
to  remain  the  same  in  the  United  Sutes.    Tell  why. 

11.  Nations  as  men  arc  wealthy  in  proportion,  to  the 
amount  of  money  possessed.    Criticise. 

12.  Assume  that  a  gold-mine  in  California  is  owned  by 
citizens  in  the  same  community.  Would  there  l>c  any  dif- 
ference in  the  increased  wealth  of  that  community  whether 
$]o,ooo  worth  of  gold  were  minwl  or  Sio.ooo  worth  of 
wheat  were  produced?  Would  there  be  any  dlficrencc  in 
the  total  wealth  of  society  as  a  whole? 


CHAPTER  XI 

MONEY  AND  ITS  PURCHASLVG  POWER 

(contdjued) 

I.  Cwi  Uic  Kovcmnicnt  mftke  money?  3.  \  et>n»«rv«tive  view  of  lint 
money.  ^4,  Grocnbitclu  and  prices.  4.  i'iat  manry  a  niunii|mly.  ;.  Mar> 
KiDiil  (inirabitily  an*l  \iilue:  a  TCtUttcmciil.  6.  The  mariiiniil  use  of  moory. 
;.  It  h  the  mrhanRt-  Fiinclion  nnly  Ihin  imparts  dMinbilily  to  mon«y. 
8.  The  puniiiuing  powct  of  mnnc)'.  9.  Real  invorae  and  the  jirice  level. 
■o.  Two  meaninj^  of  the  puwlmsinf;  power  o(  money  11.  ESert  ot  in- 
avuing  gold  production.  ■.■.  The  quantity  tbcory  o(  money.  i,{.  Mi&- 
Ulldcmuidfai][&  answered.  14.  The  number  of  komU:  N.  15.  Price  rnovc- 
OMBls  not  uniform.  16.  The  price  Ics'cl  determined  by  incaiut  of  tndu 
aumbcrs-  17.  Simple  imtex  number*,  ilt.  Wcigliletl  index  DumbCTB.  19. 
Tbe  purpowa  of  index  nitmbcn.     10,   l^ierciaies. 

I.  Can  the  GoTeniment  Make  Money? — The  beginner 
in  economics  believes,  and  will  state  without  fear  of  con- 
tradiction, that  not  only  can  the  government  raaJte  money 
by  law,  but  also  that  it  does  actually  do  so.    He  believes 
that  it  is  in  the  prerogative  of  the  all-powerful  sovereignty 
of  the  stale  to  declare  what  is  and  what  is  not  money.    That 
the  government  makes  money  seems  to  be  a  truism;  no 
statement  is  more  tikcly   to  command  universal  assent 
among  the  uninformed,  for  they  see  about  them  different 
kinds  of  money,  some  pieces  made  of  gold  but  many  more 
made  of  paper,  and  all  possessing  the  same  purchasing 
power.    And  the  uninformed  think  this  is  because  all  bear 
alike  the  government  stajnp. 

But  after  a  study  of  the  question  the  student  will  rcalir^ 
that  it  is  in  a  very  limited  sense  that  the  govemmcoi 
makes  money;  that  in  a  broader  sense  the  goveimnent  caa 

no 
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no  more  make  money  by  law  than  it  can  make  grape-juice 
by  law.  The  government  prescribes  the  cunditions  under 
which  money  may  be  issued,  and  here  its  powers  end. 
The  government  can  make  money  only  in  the  sense  of 
making  itself  a  3er\'ant  of  the  laws  of  money.  Public  offi- 
cials must  understand  the  principles  of  money  and  de6ne, 
subject  to  these  principles,  the  conditions  which  regulate 
the  issue  of  money. 

Suppose  that  the  government  could  arbitrarily  make 
money  by  law,  that  it  could  place  \\s  istamp  upon  bits  of 
paper,  and  that  these  bits  of  paper,  inscribed  "This  is  a 
dollar,"  would  pass  current  in  exchange  for  the  products 
of  the  world.  There  would  be  no  reason  why  Montenegro 
might  not  establish  a  government  press  and  print  enough 
paper  money  o^■c^  a  week's  end  to  buy  such  an  abundance 
of  goods  as  would  make  it  as  wealthy  as  the  United  Stales. 
A  political  speaker  said,  with  reference  to  the  American 
silver  dollar:  "If  the  government  can  make  a  dollar  with 
48  cents'  worth  of  sih-cr  and  52  cents'  worth  of  law.  why 
should  a  poor  man  be  compelled  to  pay  Sio  in  hard-earned 
money  as  taxes?  Put  100  cents'  worth  of  law  in  a  dollar, 
print  a  note  and  give  the  tax-payer  a  rest." 

The  above  arc  the  ideas  of  eitreme  fiat  theorists  who 
preach  the  doctrine  of  the  unlimited  power  of  the  state  to 
make  money  and  maintain  its  purchasing  power.  Fiat 
means' '  let  there  be  made,"  and  extreme  fiat  theorists  believe 
that  the  govemmcnl  in  its  magic  power  has  but  to  say 
"lei  there  be  made  money"  in  onlcx  to  convert  stones,  bark, 
piper,  or  anything  dsc  into  money.  Tbc  chief  example 
fiat  theorists  in  the  XJaiicd  Slates  were  the  "Green- 

lin  and  to  increase  the  grccn- 
.War.    Many  of  them  saw 


tn 


IntroducUon  to  Economics 


in  greenbacks  an  cxhaustlcss  source  of  national  income,  a 
ready  means  of  pa>'tng  the  national  debt,  a  liberation  from 
the  burdens  of  taxation^  and  better  yet,  a  source  from 
which  citizens  might  borrow  at  will  money  without  inter- 
est. Irredeemable  government  paper  and  luxury  for  all 
was  their  dream. 

3.  A  Conserrative  View  (rf  Fiat  Money.— Fiat  money 
has  no  promissory  relationship  to  other  money.  The  gov- 
ernment definitely  promises  to  redeem  certain  forms  of 
money  in  gold  coin,  and  because  of  this  promissory  rela- 
tionship this  money  ca.rmot  be  depreciated  below  the  pur- 
chasing power  of  gold  coin.  Fiat  money  need  suffer  no 
depreciation;  on  the  contrary,  it  may  be  made  to  appre- 
ciate, but  from  an  entirely  different  reason  from  that  of  a 
promissory  relationship.  Its  purchasing  power,  whatever 
that  may  be— low,  jnedium,  or  high— depends  upon  the 
degree  to  which  it  is  artificially  limited  and  the  demand 
made  for  its  use.  If  its  output  is  wisely  restricted,  if  con- 
fidence be  maintained  in  the  integrity  of  the  government 
issuing  it,  it  will  serve  all  the  functions  of  money;  through 
its  use  as  a  medium  of  exchange  it  becomes  the  standard 
oi  price,  the  basis  of  credit,  and  the  standard  of  deferred 
payments. 

Those  writers  are  !n  error  who  claim  that  money  alwa^'s 
derives  its  purcha»ng  power  from  the  metal  constituting 
it.  Any  cause  limiting  the  supply  of  money  relative  to 
the  demand  for  it  is  as  efficient  a  cause  of  its  purchasing 
power  as  is  the  metal  constituting  it.  Gold  coin  may  be 
fiat  money,  and  is  fiat  when  the  money  worth  of  the  coin 
exceeds  its  bullion  worth,  due  to  the  artifidal  limitation  of 
its  supply.  Then,  why  squander  the  prcdous  metab  in 
maLing  moocy? 
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There  is  a  sound  reason  why  every  dviUzed  nation 
makes  use  of  the  precious  metals  in  il5  monetary  system. 
The  predous  mctal&  have  been  protluced  from  antiquity  to 
Ihc  present;  they  are  so  precious  antl  durable  that  they 
have  l>een  saved,  ami  they  exist  in  great  abundance.    Cur- 

I  rent  losses  from  them  or  additions  to  them  from  the  mines 
make  relatively  Httls  difTcrcnce  in  their  total  supply;  they, 
therefore,  maintain  a  relatively  stable,  definite  purrhasing 
power.  Note  that  the  word  was  stable,  not  fixed  purchas- 
ing power.  Siablt  implies  relativity;  that  which  is  stable 
is  so  by  comparison  with  that  which  is  of  less  duration. 
Money  made  of  the  precious  metals  cannot  have  a  lower 
purchasing  power  than  that  of  the  bullion  content.  The 
supply  of  such  money  under  free,  gnituitoas,  and  unlimited 
coinage  is  automatiolly  regulated  by  the  market  price  of 
the  bullion  con.stituting  it,  whereas  money  containing  no 
bullion  is  left  to  law,  to  the  miscalculations  and  changing 
opinions  of  lawmakers.  There  can  be  no  business  stability 
when  there  is  a  lack  of  public  confidence  in  the  money 
system. 

\  3.  Greenbacks  and  Prices.— In  1861  gold  was  the  money 
in  common  use  throughout  the  country.  In  that  year  the 
secretary  of  the  trcasurj'  negotiated  with  the  banks  of 
New  York  City  a  loan  of  8150,000,000.  The  brilliant  suc^ 
cesses  of  the  South  on  the  field  of  battle,  together  with 
financial  incapacity  at  Washington,  weakened  Northern 
credit  and  rendered  these  bonds  all  but  unsalable.  De- 
positors, becoming  alarmed,  withdrew  gold  from  the  New 
York  banks,  and  forced  them  to  suspend  specie  payments. 
Other  banks  throughout  the  countr>'  (excepting  banks  in 

■  California)  followed  the  New  York  banks  in  the  suspension 

H  of  snecie  payments.    Bank-notes  became  the  money  of  the 
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The  goveramcnt  could  not  get  gold,  and  this  gave  thft" 
fiat  theorists  their  opportunity,  of  which  they  did  not  fail 
to  take  advantage.  In  February.  1862,  the  first  green- 
back law  was  passed,  and  in  less  than  a  year's  time  $400,- 
000.000  of  United  States  notes  (called  greenbacks  because 
of  their  color)  were  issued.  The  government  promised  to 
ledeem  these  notes  some  time  in  the  future,  but  set  no 
date  for  their  redemption.  ITicy  were  legal  lender  and 
served  as  the  standard  money  of  the  North.  Public  con- 
fidence in  their  worth  was  shaken  by  the  large  and  fre- 
quent issue  of  these  notes,  and  they  declined  in  purchasing 
power  until  $t  in  gold  would  exchange  for  82.50  in  greea- 
badts.  It  follows,  of  course,  that  there  was  a  correspond- 
ing rise  in  prices. 

But  this  increase  in  price  was  not  due  wholly  to  thai 
great  supply  of  greenbacks.  Only  one-half  of  the  country) 
demanded  greenbacks,  whereas  formerly  the  whole  nation 
used  gold;  this  meant  that  there  was  probably  a  decline  in 
the  demand  for  money.  l"hc  lessened  demand  for  money 
caused  a  decline  in  its  purchasing  power,  and.  the  com- 
modity prices  of  goods  remaining  the  same,  money  prices 
increased.  The  Confederacy  issued  8500.000,000  in  notes, 
which  may  be  considered,  in  their  bearing  on  prices,  a  part 
of  the  money  supply  of  the  whole  coxtntry.  Lastly,  ihefl 
government  issued  treasury  notes  to  the  extent  of  $400,-^ 
000,000.  These  were  largely  used  as  bank  reserves  and 
thus  became  a  basis  of  credit.  Since  credit  does  exactly 
the  same  work  as  money,  whatever  serves  to  increase  credit 
would  have  the  same  bearing  on  prices  as  an  increase  ia^ 
the  supply  of  money. 

When  greenbacks  were  issued,  they  were  from  the  be-j 
ginning  worth  less  than  gold,    in  this  way  debtors  profited, 
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because  they  could  pay  their  debts  in  cheap  money,  could 
pay  to  creditors  less  purcharing  power  than  they  had 
received.  The  largest  single  class  of  debtors  were  the 
bankers,  who  were  forc«l  to  take  these  legal-tender  oote& 
in  payment  of  loans,  and  so  were  forced  to  pay  them  out 
to  depositors;  thus  greenbacks  quickly  reached  every 
channel  of  commerce.  The  greenback  displaced  at  once 
the  old  standard  and  became  itself  the  new  standard  of 
prices.  Upon  becoming  the  standard  of  prices  it  must 
be  the  basis  of  credit,  because  promissory  notes,  checks, 
book  credit,  and  other  obligations  were  cancelled  by  the 
payment  of  greenbacks.  The  greenbacks  became  the  ob- 
^t  of  the  country's  monetary  demand ;  they  came  to  have 
a  purchasing  power  independent  of  tlie  old  standard;  as 
this  purchasing  power  was  less  than  that  of  the  former 
standard  money,  prices  (the  amount  of  money  in  green- 
backs) would  rise.  When  $i  gold  exchangei]  for  $3.50 
greenbacks,  the  fanner  cared  not  at  all  whether  he  sold  a 
bushel  of  potatoes  (or  a  price  of  Si  in  gold  or  for  a  price 
of  $2.50  in  greenbacks;  depreciated  money  and  high  prices 
are  convertible  terms. 

4.  Fiat  Money  a  Monopoly.^The  whole  charge  for  fiat 
money  may  be  con.sidered  as  seigniorage,  seigniorage  being 
the  monopoly  price  which  the  government  charges  for  the 
issue  of  fiat  money.  In  the  case  of  a  fiat  issue,  the  govern- 
ment has.  complete  monopoly  power,  but  the  government, 
as  in  the  case  of  any  other  monoiwlist,  can  control  the 
supply  only;  no  monopoly  has  power  to  dictate  what  the 
demand  shall  be.  The  expression  of  the  needs  of  the  pco- 
pic  for  money  is  the  demand  for  money;  it  is  the  amount 
of  money-work  to  be  done  in  the  community.  He  who 
fails  to  ^\'c  as  full  weight  to  the  demand  for  money  as  to 
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but  as  the  supply  is  enlarged,  as  unit  after  unit  is  added, 
each  portion  of  the  supply  will  have  less  and  leas  gratifying 
power. 

Each  additional  unit  oi  a  supply  causes  the  owner  to  be 
less  dependent  upon  each  and  every  preceding  unit.  And 
every  unit  maintains  an  equal  desirability  with  tvcr>-  other 
unit  of  a  supply.  Should  one  add  orange  after  orange  until 
he  had  a  supply  of  twelve,  any  one  would  have  a  desirability 
equal  to  that  of  any  other. 

If  the  desirability  of  one  unit  is  equal  to  that  of  any 
other  in  the  supply,  can  the  total  desirability  of  the  supply 
be  obtained  by  multiplying  the  desirability  of  one  unit  by 
the  number  of  units?  Not  at  all.  If  a  Crusoe  hod  twelve 
guns  he  could  not  utilize  so  many  and  would  be  willing  to 
throw  one  away;  its  desirability  would  be  zero,  but  it  docs 
not  follow  that  (o  X  is  =  «)  zero  would  be  the  desirability 
of  the  whole  supply.  How,  then,  can  wc  mea.sure  the  total 
desirability?  Wi"  can  do  it  by  subtracting  unit  after  unit 
and  adding  the  desirabilities  of  the  different  units,  in  this 
way  obtaining  the  sum  of  all, the  desirabilities —the  differ- 
ence between  the  total  desirabilities  of  twelve  guns  and 
no  guns. 

The  tendency  is  for  supplies  of  different  commodities  to 
maintain  equal  marginal  desirabilities.  One  ceases  to  buy 
bread,  not  necessarily  because  he  would  have  no  more  of 
it,  but  because  the  money  he  would  spend  for  additional 
bread  will  gratify  a  more  intense  desire  if  spent  for  some 
more  highly  de»ired  commodity. 

The  dollar  cannot  be  a  common  measure  of  marginal 
desirability  as  between  persons,  because  il  doci  out  ilsdl 
reflect  the  same  desirability  for  all  i*en*(m'i 

Valuation  is  the  price  appraltal  o(  u  L'.»i«it  tir  <rn.ir>..  ^^ 
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may  be  expressed  as  the  amount  of  a  thing  one  would  be 
willing  to  give  for  a  good  or  service.  Valuation  is,  there- 
fore, a  direct  outgrowth  of  the  comparison  of  the  marginaJ 
desirabilities  of  different  things. 

6.  The  marginal  use  of  money  differs  from  that  of  other 
goods  in  this  way;  the  services  of  other  goods  are  more 
narrowly  limited,  whereas  money  is  universally  exchajige- 
able  and  thus  capable  of  serving  all  ttesires.  The  marginal 
use  (it  of  itself  has  no  marginal  desirability)  thus  comes  to 
express  the  general  level  of  the  marginal  desirabilities  of 
goods.  Any  particular  good,  bread  for  example,  dimliushes 
rapidly  in  per-unit  desirability  to  each  owner  with  addi- 
Uonal  increments;  the  desire  for  money  diminishes  slowly 
with  additional  increments,  for  the  purchasing  power  of 
money  spreads  out  over  the  broad  area  of  goods  in  general. 
lATien  water  is  poured  into  a  hollow  pipe,  the  level  will  rise 
rapidly;  but  it  will  rise  slowly  when  poured  upon  a  broad 
surface.  Just  so  rapidly  will  desirability  decline  when  in- 
crements, say  bread,  are  applied  to  the  gratification  of  a 
particular  desire,  am!  as  .slowly  in  the  case  of  money,  which 
spreads  itself  out  to  gratify  all  desires.  When  a  good  is 
offered  for  a  dollar,  it  is  offered  in  competition  with  all 
other  goods,  because  a  dollar  is  readilj'  exchangeable  for 
til  other  goods. 

7.  It  is  the  Exchange  Fuactioo  Only  that  Imparts  Desir- 
ability to  Money.— ^The  rich  may  be  enslaved  by  their 
wealth,  they  may  have  more  than  they  can  advantageously 
tipend,  but  the  poor  must  calculate  their  expenditures  with 
care,  must  weigh  this  necessity  against  that  in  order  to 
_grt  the  greatest  loul  dearability.    It  is  simply  untrue 

>Uar  is  a  common  measure  of  desirability  as 
,  and  the  poor.     One  will  say  that  the  poor 
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and  the  rich  pay  exactly  the  same  jirices  in  the  market; 
bread  is  not  to  cents  a  loaf  to  the  man  worth  Sio.ooo  and 
5  cents  to  the  man  worth  $5,000.  Both  may  be  marginal 
buyers  of  bread  at  the  same  market-price,  and  this,  it  is 
argued,  proves  that  a  piece  of  money  has  the  same  desir- 
ability for  the  two  classes.  In  fact,  no  such  thing  is  proved. 
The  desirability  reflected  by  a  piece  of  money  may  be 
teo,  or  twenty,  or  one  hundred  times  greater  to  the  poor 
than  to  the  rich,  yet  both  are  willing  to  pay  the  same  price 
for  a  loaf.  But,  suppose  that  both  are  marginal  buyers 
of  the  same  thing  at  the  same  price  (t.  e.,  neither  willing 
to  pay  a  penny  more),  how  account  for  the  fact  that  the 
desirability  reflected  by  money  is  higher  to  the  one  than 
to  the  other?  The  simple  truth  and  complete  reply  to 
this  question  may  be  stated  as  follows:  If  the  marginal 
desirability  of  a  unit  of  money  is  ten  limes  greater  for  the 
poor,  and  if  the  marginal  desirability  of  the  loaf  is  like- 
¥nse  ten  times  greater  for  the  poor  than  for  the  rich  man, 
both  must  be  marginal  buyers  at  precisely  the  same  price.' 

How  much  of  any  one  commodity  will  the  buyer,  rich 
or  jxior,  take?  Each  and  every  individual  will  continue 
to  buy  until  Uie  point  is  reached  where  the  marginal  de- 
sirability of  that  commodity  comes  to  equal  the  marginal 
desirability  of  its  money  price.  If  oranges  arc  5  cents 
each,  a  buyer  will  continue  to  buy  oranges  until  an  equality 
ia  reached  between  the  marginal  desirabilities  of  something 
else  the  5  cents  will  buy  and  one  orange.  This  point  of 
equality  of  marginal  desirabilities  is  the  stopping-point, 
the  purchaser. 

Let  us  answer  this  question ;  What  determines  the  mi^" 

*See  tut  ]UTagnpb  in  itapler  on  "Uuirc,  Dca'rabilUy."    Cf.  Davn- 
port's  EcDoainics  of  Eaterpriic,  ch.  Vlt. 
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ginal  desirability  of  the  alternative  use  of  a  unit  of  money? 
Through  a  simple  exchange  the  purcha.sing  power  in  the 
foiTD  of  a  coin  may  Iw  given  the  form  of  an  orange,  of  a 
loaf  of  bread,  or  of  any  other  thing  on  the  market.     Money 
serves  no  end  in  itself,  it  is  a  means  to  an  end,  and  its 
desirability  is  to  be  thought  of  in  terms  of  the  goods  for 
which  it  will  exchange.    Its  desirability  is  not  an  indepen- 
dent thii^,  because  it  is  derived  from  that  for  which  it 
will  exchange.    For  what  quantity  o£  other  commodities 
will  a  dollar  exchange  ?    The  amount  of  anything  for  which 
a  dollar  will  exchange  depends  upon  the  price  of  that 
thing;  and  the  concept  of  the  general  purchasing  jKiwer 
of  a  dollar  depends  wholly  ujwn  the  general  level  of  prices. 
To  stale  the  argument  briefly:  The  importance  attrib- 
uted to  a  dollar  differs  among  persons;  the  puqxise  of  the 
dollar  is  to  buy  things,  therefore  its  desirability  for  a  per- 
son is  the  desirability  of  a  dollar's  worth  of  goods  to  tliat 
penoD.    The  dollar's  worth  of  goods  depends  upon  the 
general  or  average  level  of  prices,  iind  the  level  of  prices 
is  at  the  point  of  equality  of  ratio  between  money  and 
goods.    Marginal  buyers,  rich  and  poor,  pay  the  same 
level  of  prices  in  the  market,  not  because  thej-  have  the 
ume  marginal  desirabilities,  but  because  they  have  an 
equality  of  ratio  as  between  the  money  and  the  goods 
bought- 
8.  The  Purchasing  Power  of  Money.— A  dollar  will 
ly  10  pounds  of  sugar  at  lo  cents  a  pound,  lo  potmds  at 
cents,  and  50  pounds  at  a  cents  a  pound.    It  is  but  a 
ion  trLiism  that  the  purchasing  power  of  money  is 
lusit'  vbca  prices  are  low,  and  small  when  prices  are  high. 
1^  •iTerage  or  general  purchasing  power  of  money  de- 
potlf  niinn     the  general  average  or  level  of  prices.    The 
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words,  "depends  upon,"  in  the  last  sentence  do  not  ex- 
press the  exact  idea;  it  is  strictly  accurate  to  say  that 
"the  purcha&inR  power  of  money"  and  "the  general  level 
of  prices"  are  convertible  terms.  Neither  depends  ujwn 
the  other,  both  mean  one  and  the  same  thing. 

The  average  weifihl  of  a  baseball  nine  is  the  total  weight 
of  the  members  divided  by  nine.  No  member  may  weigh 
exactly  ilie  same  as  ihLs  average.  The  weights  of  the  dif- 
ferent individuaU  will  be  diKtrihuted  about  thiK  general 
average — some  below  and  some  above.  I-ikcwi-ie,  if  we 
compare  the  prices  of  partitnilar  goods  with  the  genera! 
level  of  prices,  we  will  find  them  disiributetl  about  this 
general  average — some  atiove  and  some  below,  some  high 
and  some  low.  Professor  Irving  Fisher  aptly  compares 
the  le^-el  of  prices  to  the  level  of  a  lake.  The  surface  of 
the  lake  is  not  smooth,  there  are  waves  and  for  every  wave 
a  trough.  Below  the  general  level  are  the  troughs,  and 
above  are  the  crcsLs  of  the  waves.  The  individual  waves 
and  troughs  will  not  vary  far  from  the  general  level  of 
prices.  If  prices  arc  low  the  purchasing  [wwer  of  money 
is  high.  This  would  causr  each  person  to  be  anxious  for 
money  and  would  maku  him  willing  to  sell  his  product  for 
a  low  money  jirice.  On  t"hc  contrarj-,  if  the  purchaang 
power  of  money  is  low,  the  seller  will  require  more  money, 
a  higher  price  for  his  product.  The  prices  of  particular 
commodities  arc  inflOenced  by  and  tend  to  vary  with  the 
general  level  of  prices. 

9.  Real  Income  and  the  Price  Level. — We  have  defined 
valuation  as  a  price  appraisal,  or  as  the  amount  of  one 
thing  which  an  individual  would  be  willing  to  give  for 
another  thing.  From  this  defmilion  it  is  clear  that  one's 
valuation  of  a  piece  of  money  is  the  amount  of  something 
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,  else  which  he  would  be  n'illing  to  give  for  It.  Thus  the 
Ivaluation  of  monoy  comes  to  be  expressed  in  terms  of  com- 
loditics  in  general,  and  so  we  can  express  one's  valuation 
^of  money  in  terms  of  the  general  level  of  prices. 

The  level  of  prices  (the  purchasing  power  of  money)  de- 
termines for  the  individual  what  he  can  get  in  exchange 
for  a  unit  of  money.  The  various  classes  of  j>copIe.  such 
as  farmers,  laboring  men,  and  professional  men,  buy  those 
goods  which  are  suited  to  their  needs.  Engineers  do  not 
huy  plows  and  farmers  do  not  buy  dentists'  chairs.  The 
real  income  of  the  indiWdual  depends  upon  his  money 
income  and  upon  the  prices  of  the  things  he  buys.  But 
the  prices  of  the  things  he  bu>-s  depend  upon  the  gen- 
eral level  of  prices.  To  illustrate:  Will  the  housewife  pay 
90  cents  for  a  dozen  cggsj*  Yes,  if  she  desires  the  eggs 
more  than  something  else  the  90  cents  would  buy.  She 
weighs  in  her  mind  the  eggs  against  the  alternative  use  of 
money.  If  the  level  of  prices  is  low  the  purchasing 
/er  of  her  money  will  be  high;  she  will  highly  regard 
her  90  cents  and  so  will  pay  but  a  small  price  for  eggs. 
The  seller  of  eggs  will  be  more  eager  for  the  money  be- 
cause of  iLs  high  purchasing  power,  and,  in  consequence, 
he  will  part  with  tlie  eggs  for  a  low  price.  Hcncx',  if  the 
price  ie\'cl  is  low,  the  price  of  eggs  or  the  price  of  any  other 
particular  good,  wUI  be  low.  Because  individual  prices 
conform,  more  or  less  roughly,  to  the  general  price  level, 
one's  real  income — whatever  class  of  goods  he  buys — de- 
upon  his  money  income  and  the  level  of  prices. 
Swne  modifications  of  this  statement  will  be  noted  under 
the  topic  "Price  Movements  Not  Uniform." 

10.  Two  Meanings  of  the  Purchasing  Power  of  Money. 
—Two  meanings  may  attach  to  the  expression,  "the  pur- 
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ties;  on  the  other,  wheat  is  but  one  of  a  number  of  com- 
modities to  exchange  against  money.  If  a  large  supply 
causes  wheat  to  decline  in  price  as  compared  with  other 
commodities,  it  will  represent  a  less  portion  of  the  total 
demand  for  money,  and  its  price  will  fall  per  bushel  and 
■  in  sum.  But  the  total  supply  of  money,  on  its  nldc,  stands 
alone  in  the  demand  for  gooils  an<I,  oUicr  things  remaining 

I  the  same,  can  neither  rise  nor  fall  in  pun:ha.sing  power. 
II.  Effect  of  Increasing  Gold  Production. — Due  both  to 
the  dLscovery  of  new  fields  and  to  improved  mcthotls,  there 
has  been  an  enormous  increase  in  the  output  of  gold  in  the 
last  few  years.  There  are  two  world  markets  for  gold ;  the 
arts  market  and  the  money  market.  It  has  large  value 
in  little  bulk,  is  durable,  and  is  universally  acceptable. 
These  qualities,  together  with  a  world  demand,  give  it  a 
world  market  at  a  virtually  uniform  world  price,  so  what- 
ever effect  there  may  be  from  an  increase  of  its  output,  it 
will  be  world-wide.  If  it  affects  prices,  not  one  nation  but 
all  nations  share  the  consequences. 

If  there  be  no  material  change  in  the  volume  of  business 

or  in   the  methods  of  trade,  an  enlarged  output  of  gold 

■will  enlarge   the  supply  of  this  commodity  relative  to 

€Dthict  forms  of  wealth,  thus  lowering  the  valuation  of  a 

kinJt  of  it  in  terms  of  other  goods.    What  use  will  be  made 

^9f  this  increased  output  ?    It  will  be  used  in  the  industrial 

pjTts,  or  for  the  coinage  of  money,  or  for  both  of  these  pur- 

pioAa.    If  at  first  the  arts  market  bids  higher  for  its  use, 

Sx«^  supply  of  money  will  not  be  increased,  while  many 

r^^rVitional  articles,  made  partly  or  wholly  of  gold,  will  be 

^M^otxrx  upon  the  market.    The  money  price  of  these  goods 

cJecline,  and  this  will  cause  a  part  of  the  increase  to  be 

'Xt«d  to  monetary  uses.    For  the  reasons  stated  in  the 
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discusiUOD  of  free,  unlimitwl,  and  gratuitous  coinage,  the 
bullion  value  of  gold  will  be  the  same  in  the  two  markets. 
A  portion  of  the  additional  output  of  gold  will  go  into  the 
arts  and  a  portion  will  be  converted  into  coin.  The  de- 
mand for  money  retnainiog  the  same,  there  nill  be  a  tran- 
sition from  lower  to  higher  prices.  We  are  now  prepared 
tu  summarize  our  discussion  with  a  statement  and  explana- 
tion of  llie  economic  tJieory  accounting  for  these  price 
phenomena. 

12.  The  Quantity  Theory  of  Money.  —  Logically  the 
quantily  theory  should  have  been  distrussed  near  the  be- 
ginning of  the  preceding  chapter,  because  it  embodies  the 
foundation  principle  of  all  reasoning  on  the  purchasing 
power  of  money.  But  I  have  tried  to  follow  a  more  peda- 
gogical order  of  topics  in  order  to  prepare  the  way  for  a 
clearer  insight  into  this  theor>-.  By  placing  it  here  it  will 
serve  as  a  review  in  part  of  principles  already  given  and 
these  in  turn  will  make  dear  the  quantity  principle. 

I'he  quantity  theory  of  money  may  be  formulated  as 
follows:  Other  things  remaining  ec^ual,  the  purchasing 
power  of  a  unit  of  money  falls  as  the  quantity  of  money 
increases,  and  vice  v&sa.  To  express  this  difTerently: 
Prices  will  rise  and  fall  in  direct  proiwrtion  to  changes  in 
the  quantity  of  money,  providing  other  things  do  not 
change.  What  do  we  mean  by  other  things?  They  are 
two:  the  rate  of  turnover  of  the  money  itself,  f.  e.,  the  aver- 
age number  of  times  a  year  a  dollar  is  exchanged  for  goods, 
and  the  number  of  goods  per  year  exchanged  for  money. 

The  supply  of  money  and  the  quantity  of  money  are 
different  concepts.  The  supply  of  money  includes  the 
quantity  of  it  and,  what  is  equally  important,  the  velocity 
of  its  circulation.    '"The  nimble  sixpence  does  the  work  of 
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the  slow  shilling."  A  dollar  thai  tiuns  over  or  is  exchanged 
for  goods  five  times  a  day  does  as  much  money-worit,  no 
.less  and  no  more,  as  the  five-dollar  coin  or  paper  which 
'turns  over  once  a  day.  Let  M  symbolize  the  amount  of 
money  and  R  its  rate  of  turnover,  then  M  (money)  multi- 
plied by  R  (rale  of  turnover)  gives  us  the  supply  of  money. 

Let  N  Kymb4>U?.e  the  goods  exchanged  for  money  and  P 

the  price  at  which  these  goods  are  exchanged.    Then  N 

multiplied  by  P  gives  us  the  <leman(l  for  money.    The 

.equation  of  exchange  algebraically  Lxpre!t.HCil :  MR  =  NP  or 

P.  MR 
N 

In  order  that  P  may  be  increased  there  must  be  an  in- 
crease in  M,  or  in  R,  or  a  decrease  in  X.  On  the  other 
hand,  P  is  decreased  by  a  decrease  in  M,  or  in  R,  or  by  an 
increase  in  N-' 

ly  Misunderstandings  Answered. — Does  the  quantity 
theory  teach  that  if  the  amount  of  money  is  Increased 
prices  will  increase?  It  teaches  nothing  of  the  kind. 
Writers  who  ought  to  know  better  have  erred  at  this  point. 
Suppose  that  M  (quantity  of  mone))  is  doubled  and  that 
its  rate  of  turnover  (R)  is  reduced  from  twenty  to  ten  times 
a  year;  there  would  be  no  movement  in  price,  for,  in  the 
light  of  our  reasoning  above,  the  supply  of  money  (the 
product  of  M  and  R)  is  unallcnxi.  Suppasc,  again,  that 
M  is  doubled,  that  R  Ls  unchangnl,  and  that  N  doubles; 
here  again  there  would  lie  no  price  movement. 

If  India  has  S3  per  capita  and  the  United  States  S45, 
does  it  follow  that  prices  will  be  fifteen  limes  as  high  in  the 
latter  country?  This  would  have  to  be  answered  in  the 
affirmative,  if  money  in  both  countries  circulated  at  the 

'Sec  Mwicy  and  Prices,  by  E.  W,  Ki-nuncTcr  (*d  wl.,  igog),  pp.  is/- 
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same  rate  and  if  the  amount  of  goods  exchanged  for  money 
were  the  same  per  capita.  But  in  India  money  circulates 
less  rapidly  and  the  numljcr  of  goods  per  capita  exchanged 
for  money  is  less  than  in  the  Unite<!  States. 

What  effect  does  barter  have  upon  money  prices?  To 
the  extent  that  ijcople  trade  by  barter  they  lessen  the 
demand  for  money.  If  N  is  tliminishcd,  MR  remaining 
the  same,  P  must  increase. 

What  effect  does  the  use  of  checks  have  upon  prices? 
The>'  substitute  directly  for  money  and  thereby  lessen  the 
demand  for  it.  The  purchasing  power  of  money  declines 
and  prices  rise.  As  in  the  above  cme  N  (the  number  of 
goods  exchanged  for  money)  declines,  and,  MR  remaining 
the  same,  P  rises. 

What  effect  does  hoarding  have  upon  money  prices? 
Hoarding  is  a  matter  of  degree,  for  exchanging  is  a  scries  of 
hoarding.  Money  is  hoarded  except  at  the  instant  it  is 
doing  money-work.  Its  circulation  cannot  be  compared 
with  the  flowing  of  a  stream  through  the  channels  of  com- 
merce, it  could  more  aptly  be  compared,  as  some  one  has 
put  it,  with  the  jumping  of  a  rabbit.  It  jumps  and  rests  a 
while,  then  jumps  again,  and  so  on.  Hut  to  the  extent 
that  money  is  hoarded  it  diminishes  the  supply  of  money 
which  is  doing  the  money-work.  R  in  the  equation  of  ex- 
change js  dimini^cd.  that  is  to  say,  the  supply  of  money 
is  diminished;  .M  ajid  N  remaining  the  same,  F  must  di- 
minish. 

Does  an  increase  in  the  quantity  of  money  decrease  its 
rate  of  turnover?  History  shows  that  there  is  no  percepti- 
ble change  in  the  velocity  of  circulation  when  the  quantity 
of  money  is  increased.  In  case  of  the  discovery  of  a  gold- 
mine the  miners  at  first  convert  their  product  into  money, 
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and  in  this  way  obtain  hags  of  sxiTpUis  money  above  their 
needs.  They  will  either  sjwnd  it  fur  giMxls  or  put  it  in 
the  bank.  If  large  amounts  of  suq>Ius  money  suddenly 
come  into  the  market,  there  will  be  a  rush  upon  the  stores. 
The  demand  for  goods  relative  to  the  supi>Iy  vnlX  push  the 
price  up.  If  this  surplus  finds  its  way  into  tiic  bank  it 
will  not  be  held  idle;  the  banks  will  tind  a  means  of  forc- 
ing it  into  circulation.  Its  rate  of  circulation  will  not  be 
diminished  and  the  goods  exchanged  for  it  will  take  on  a 
higher  money  price. 

What  is  the  efiect  of  book  credit  upon  the  rate  of  turnover 
and  therefore  upon  prices?  If  we  have  goods  "  charged '*i 
we  need  keep  little  money  on  hand.  If  wc  pay  at  the 
lime  of  purchase  wc  must  have  the  money  in  advance  oE 
the  purchase.  In  the  first  case  wc  may  have  no  money 
until  pay-day,  and  then  turn  it  over  to  our  creditors  all 
at  once.  In  the  second  case  wc  pocket  our  wages  od  pay- 
day, and  pay  it  out  gradually.  The  first  throws  the  wages 
into  circulation  immediately ;  the  second  has  the  effect  of 
hoarding  {holding  out  of  circulation)  on  the  average  at 
least  half  the  wages.  We  have  seen  that  hoartiing  dimin- 
ishes the  supply  of  money  and,  other  things  ctjual,  lowers 
prices.  Again :  when  one  pays  as  he  goes,  he  usually  pays 
in  money  and  when  he  pays  at  the  end  of  the  week  or 
month  he  pays  by  check.  When  the  use  of  checks  substi- 
tutes for  that  of  money,  the  demand  for  money  is  lessened 
and  prices  rise' 

14.  The  Number  of  Goods.^Wc  have  sprakcn  as  if  a 
good  exchanges  but  one  time  in  the  market  and,  there- 
fore, makes  but  one  demand  upon  the  money  supply.  la 
one  sense  this  is  literally  true.     But  the  student  may 

■Sm  Kithcr'fr  Economics,  pp.  ni-j^'j. 
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take  an  example,  say,  of  a  bat  worth  about  S5,  to  show 
that  our  assumption  b  not  well  founded.  He  may  show 
that  it  is  sold  by  the  manufacturer  to  the  jobber  for  $4, 
by  the  jobber  to  wholesaler  for  $4.50,  by  wholesaler  to 
retailer  for  $5,  by  retailer  to  consumer  for  $6.  ($4  plus 
$4.50  plus  $5  plus  $6  equals  $19.50.)  This  would  show 
that  the  hat  makes  a  demand  of  $19.50  rather  than  a  de- 
mand of  $5  upon  the  supply  of  money. 

If  wc  ba^'c  grasped  the  full  meaning  of  production,  how- 
ever, it  is  clear  that  the  hat  as  such  is  not  fully  produced 
until  it  is  in  the  consumer's  hands.  At  each  productive 
stage  it  holds  a  new  and  different  economic  relationship 
and  may  be  considered  as  a  difi'crent  economic  good  with 
respect  to  the  demand  it  makes  for  money.  In  any  one 
stage  it  exchanges  but  once  and  at  a  different  price  from 
that  of  any  other  stage.  How.  then,  is  the  number  of 
goods  counted?  The  number  of  goods  exchanging  against 
money  is  counted  by  the  number  of  exchanges  just  as  the 
number  of  passengers  on  a  railroad  is  counted  by  the  num- 
ber of  fares  collected.  The  Subway  in  New  York  City 
carrier  about  i,5oo,oco  passengers  a  day,  or  approximately 
547,500,000  a  year.  The  number  of  different  persons  car- 
ried would  be  but  a  small  fraction  of  the  number  of  pas- 
sengers. 

15.  Price  Movements  Not  Uniform. — At  any  one  time 
the  prices  of  certain  commodities  will  be  rising  and  the 
prices  of  others  will  be  declining.  But  when  speaking  in 
general  terms  of  price  movements  reference  is  made  to  the 
genera!  average  or  level  of  all  prices.  Some  objectors  to 
the  quantity  principle  argue  that  if  an  increase  of  money 
is  a  cause  of  rising  prices,  it  will  have  the  same  influence 
on  the  price  of  all  goods;  if  the  cause  is  general  its  effect 
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be  general.  But  any  right-thinking  person  should 
know  that  if  the  worth  of  certain  goods  declines  more 
rapidly  than  docs  the  purchaang  power  of  money  (»'.  e.,  a 
rise  in  general  price  Icvd)  these  goods  must  fall  in  price. 

Certain  goods  maintain  the  same  price,  even  with  large 
movements  in  the  purchasing  power  of  money.  Prices 
that  are  fixed  in  advance  by  contracts  cannot  change. 
Interest  or  the  price  paid  according  to  a  contract  for  the 
present  over  the  future  use  of  capital  will  not  change.  The 
price  of  gold  bullion  nnll  change  not  at  all,  and  the  price 
of  goods  made  of  gold  will  varj-  little,  if  any,  when  there 
is  a  change  in  the  value  of  money.  Goods  sold  under  the 
principle  of  price  maintenance  will  not  vary.  Charges 
such  as  rates  and  fares  on  public  utilities,  and  other  prices 
subject  to  legal  restrictions  will  remain  the  same,  whether 
the  purchasing  power  of  money  varies  up  or  down. 

Monopoly  prices,  for  example,  steel  rails,  tend  to  main- 
tain a  uniform  price,  irrespective  of  the  general  price 
movement.  Articles  will  vary  little  in  price  which  fully 
substitute  for  other  goods  which  maintain  a  fixed  price.  If 
two  articles  directly  substitute  for  one  another  they  can 
differ  but  Utile  in  price,  for  if  one  becomes  cheaper  buyers 
make  little  market  demand  for  the  dearer,  thus  causing 
its  price  to  decline;  they  make  a  targe  market  demand  for 
tiie  cheaper,  thus  causing  its  price  to  rise.  This  principle 
causes  substitutes  to  sell  at  about  the  same  price. 

Certain  goods  decline  in  price  at  the  same  time  that  the 

price  level  is  rising.    Perishable  food  products  decline  in 

price  at  those  times  of  the  year  when  the  market  is  full,  or 

approaching  a  glut,  and  this  despite  a  decline  in  the  pur- 

ehiuog  power  of  money.    The  same  is  true  of  goods  pass- 

Iqg  out  of  style.    New  processes  and  inventions  are  all  the 
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while  .sending  machinery  to  the  scrap-heap  in  »ome  cases, 
and  forcing  down  the  prices  of  ma^inery  in  other  cases. 

The  1e\'el  of  price.<t  could  not  rise  unless  the  total  Increase 
of  prices  outweighed  the  total  decrease.  And  the  prices 
which  rise  do  not  go  up  uniformly.  For  instance,  the 
wages  of  labor  move  very  slowly.  Employers  fear  to  raise 
wages  because  it  is  difficult  to  lower  thctn  in  case  of  neces- 
sity, and  when  wages  are  high  laborers  fight  every  move 
to  lower  their  income.  Real  estate,  advertised  goods,  and 
others  move  very  alowly.  But  a  decline  in  the  purcha.Mng 
power  of  money  means  that  average  prices  rise;  to  the  ex- 
tent that  some  prices  decline,  others  remain  stationary,  and 
others  rise  slowly,  the  prices  of  some  comraodities  must 
rise  rapidly. 

i6.  The  Price  Level  Determined  by  Means  of  Index 
Kumbers.^ — As  above  pointed  out,  the  purchasing  power 
of  monc>-  is  expressed  by  the  quantity  of  other  things  which 
a  unit  of  money  will  buy.  It  varies  Inversely  as  the  gen- 
eral level  of  prices.  If  the  level  of  prices  is  high  a  given 
amount  of  goods  or  services  will  cost  a  large  amount  of 
money;  the  money  cost  of  these  would  be  tow  if  the  price 
level  be  low.  It  would  be  an  easy  task  to  determine  the 
price  level  if  all  prices  moved  uniformly,  but  individual 
prices,  like  the  different  bees  in  a  swarm,  move  with  seem- 
ing independence  in  divers  directions,  though  the  general 
movement  be  upward  or  downward  when  taken  as  a  whole. 
The  different  movements  of  individual  prices  make  the 
determinatioa  of  general  prices  cvtremcly  difficult.  Gca- 
eral  prices  are  determined  by  index  numbers. 

17.  Simple  Index  Numbers.  —The  prices  of  a  large  num- 
ber of  commodities  arc  determined  in  some  year,  and  these 
prices  arc  called  100  as  a  basis  of  comparuon.    If  in  the 
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year  chosen,  say  1900,  the  price  of  salt  is  10  cents  a  pound, 
that  price  will  be  100  per  cent  of  itself.  Now,  in  order  to 
get  a  broad  range  of  prices,  take  the  prices  of,  say,  one 
hundred  different  commodities  so  selected  from  the  sev- 
eral fields  of  industry  as  to  represent  the  general  average 
of  the  purchasing  power  nf  money.  As  in  the  case  of  saltj 
each  of  these  prices  vnU  be  100  per  cent  of  itself.  The 
index  number  for  all  these  commodities  will  be  10,000. 
This,  divided  by  the  number  of  commtKlities,  will  give  100 
as  an  average.  Suppose  at  the  end  of  the  following  year 
the  prices  of  the  same  commodities  be  again  determined, 
with  the  following  results:  ten  have  risen  50  per  cent,  ten 
have  risen  40  per  cent,  ten  have  risen  20  per  cent,  twenty 
have  risen  10  per  cent,  forty  have  remained  the  same,  ten 
have  diminished  30  per  cent.  By  adding  these  prices  we 
get  11,300  as  the  index  number  for  the  whole  group  for  the 
second  year.  This,  divided  by  the  number  of  commodi- 
ties (100),  will  give  112,  representing  a  rise  of  12  per  cent 
in  the  general  le\'el  of  prices.  This  method  of  simple 
index  mumbers  is  obviously  deficient  in  one  particular. 
Our  next  method  will  take  account  of  this  shortcoming. 

18.  Weighted  Index  Numbers.~Some commodities  make 
far  hca\'ier  demands  upon  money  than  others.  The  amount 
of  indigo  sold  is  insignilicant  in  comparison  nith  the  vol- 
ume of  wheat  sold.  If  the  price  of  indigo  drops  50  per 
cent,  and  that  of  wheat  increa.ses  10  per  cent,  would  it  be' 
fair  to  state  that  the  cost  of  living  has  declined  20  per 
cent?  Weighted  index  numbers  arc  used  to  avoid  this 
difficulty.  They  give  to  each  article  an  importance  pro- 
portionate to  the  quantity  marketed,  as  recorded  in  trade 
statistics.  Or  commodities  may  be  weighted  according  to 
the  amount  produced,  as  determined  by  the  statistics  of 
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production.  Let  us  take  the  price  (loo)  in  the  year  igoo 
as  a  base,  and  assume  that  the  price  of  wheat  has  gone  up 
25  per  cent  by  1905.  The  index  number  for  it  would  then 
be  125.  We  may  assume  that  in  the  meantime  indigo  has 
diminished  in  price  25  per  cent,  or  that  its  index  number 
is  75.  Assume  that  tlie  production  uf  wheat  has  been 
10,000  times  that  of  indigo.  How  shall  we  weight  these 
prices?  Multiply  the  Index  number  for  indigo  by  j  and 
that  for  wheat  by  10,000,  because  relatively  it  is  10,000 
times  as  important  (75X1=75  and  125X10,000=1,250, 
000),  and  divide  the  sum  of  these  products  by  10,001. 

When  Professor  R.  P.  Falkner,  of  New  York  University, 
was  constructing  index  numlicrs  for  the  United  States 
Senate  Committee  on  Wages  and  Prices,  he  followed  a 
method  slightly  different  from  that  here  indicated.  He 
assigned  commodities  their  relative  importance  not  on 
amounts  sold  or  produced,  but  on  the  basis  of  amounts 
used  by  the  typical  working  man's  family.  Altliough  this 
method  does  not  reveal  changes  in  the  general  le^'el  of 
prices,  it  is  of  great  sociological  importance.  While  the 
Falkner  Index  Numbers  are  easily  tlie  best  means  yet  de- 
vised for  determining  real  wages,  tliey  arc  open  to  the 
crilicLsm  of  taking  wholesale  rather  than  retail  prices. 

Simple  index  numbers  are  eaaer  to  construct  than  the 
weighted  and,  despite  appearances  to  the  contrar>',  there 
is  ordinarily  very  little  difTcrcnoc  in  the  results  obt^ncd. 

19.  The  purposes  of  index  numbers  arc  numerous.  New 
uses  are  arising  all  the  time  to  which  this  instrument  or 
indicator  of  price  movements  may  be  apjjlicd.  Private 
businesses  as  well  as  governments  use  index  numbers.  We 
shall  point  out  only  a  few  of  the  more  imi>ortant  uses. 
They  are  used  by  governments  to  aid  in  public  arbitration 


Money  and  Its  Purchasing  Power       245 

or  othcrwiae  settling  labor  disputes.  If  unions  demand  a 
M  per  cent  advance  in  wages  at  the  time  when  general 
[Hices  are  remaining  constant  or  diminishing,  their  position 
is  weak.  But  when  prices  are  increasing,  if  the  employer 
is  receiving  a  high  and  increasing  price  for  his  product  and 
paying  a  low  price  for  labor,  the  laborer's  real  income  U 
diminishing  and  the  employer  is  making  a  net  gain  at  the 
laborer's  expense.  U  labor  asks  an  increase  sufficient  to 
take  up  this  slack,  it  has  a  strong  position.  Then,  too,  the 
government  cannot  establish  an  equitable  system  of  taxa- 
tion without  respect  to  real  incomes.  These  arc  deter- 
mined by  means  of  index  numbers  which  make  possible 
accurate  comparisons  between  the  expenses  of  doing  bua- 
ness  and  the  money  incomes  from  businesses.  To  levy  a 
tax  without  considering  expenses  works  injustice,  for  if 
some  assessments  are  too  low,  other  taxpayers  are  unduly 
burdened.  In  many  instances  such  taxes  prove  pr<rfiibi- 
tivc.  Furthermore,  the  government  must  have  a  basis  of 
judging  price  movements  over  long  periods  of  time  when 
introducing  remedial  measures  to  improve  the  standard  of 
lining.  Wc  read  of  low  prices  in  times  past  and  of  high 
prices  in  the  present.  Any  conclusion  from  the  statistics 
of  past  and  present  prices  is  hasty  and  unwarranted  unless 
carefully  interpreted  through  the  agency  of  index  numbers. 
Index  numbers  may  be  used  by  individuals:  If  one  is 
considering  a  change  in  the  location  of  his  business,  say 
from  Boston  to  Galveston,  he  would  want  to  compare  the 
purchasing  power  of  money  in  these  two  places.  Business 
men  are  continually  comparing  their  expenses  of  doing 
busmcss  (raw  materials.  labor,  rent,  advertising,  salesmen, 
and  so  on)  with  the  selling  prices  of  their  output.  Their 
pncc  movements  and  selling  policies  rest  in  large  part 
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upon  the  price  movements  of  the  items  making  up  the 
expenses.  Railway  oflicials  resort  to  index  numbers,  to 
establish  llie  ncces^ty  oi  raising  rates.  If  the  Standard 
(Mi  Company  Is  accused  of  6xing  its  prices  too  high,  it 
might  prove  that,  although  its  money  prices  arc  rising,  its 
real  prices  arc  declining.  Index  numbers  arc  used  in  mak- 
ing such  comparisons,  and  in  cases  at  law,  which  turn  upon 
questions  of  fact.  indt*.Y  numbers  play  an  important  part. 

Of  course,  index  numbers,  as  other  figures,  may  be  jug- 
gled. Some  say.  "Figures  won't  lie,"  but  the  statisticians 
know  better.  Courts  may  be  effectively  deceived  by  a 
skilful  manipulator  of  index  numbers.  In  order  that 
index  numbers  may  properly  show  the  facts,  they  should 
be  so  selected  as  to  compare  things  under  like  conditions- 

This  may  be  shown  by  the  considerations  involved  in 
the  ansv.'eT  to  this  simple  question:  Has  the  price  of  coal 
advanced  during  the  past  year?  In  the  first  place,  there  is 
u  >ea»unal  demand  for  coal;  it  is  more  in  demand  during 
cold  weather.  It  would  be  an  error  to  compare  the  July 
price  of  1918  with  the  November  price  of  1919.  The  situ- 
ations are  not  comparable.  Like  periods  of  the  year  should 
be  selected  for  comparison.  Secondly,  due  regard  must 
be  given  to  place.  Coal  on  the  Pacific  coast  is  much  higher 
than  in  the  East.  If  one  finds  that  in  November,  191S, 
coal  is  $to  a  ton  ill  Scranton,  and  thai  at  the  same  date 
in  1919  it  sells  for  $15  in  San  Francisco,  he  has  no  basis 
for  the  conclusion  that  coal  has  advanced  in  price.  The 
Scranton  price  should  be  compared  at  the  two  dates. 
Again,  local  conditions  such  as  fires,  floods,  and  strikes 
may  so  affect  prices  at  particular  places  that  no  general 
conclusion  can  be  drawn.  .Also  the  same  kind  and  quality 
of  coal  must  be  compareii  at  the  two  tiatcs.    No  safe  cm- 
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elusion  can  follow  a  comparison  of  the  price  of  a  good 
grade  at  one  dale  with  that  of  a  poor  grade  at  another 
date. 

General  index  numbers  should  he  given  such  a  balance 
as  to  rqjresent  fairly  all  prices.  If,  for  instance,  forty 
commodities  are  selected  and  intended  to  be  representa- 
tive of  general  prices,  they  woultl  fail  of  their  purpose 
were  several  commodities  chosen  from  one  group  of  prod- 
ucts. The  prices  of  commodities  of  one  group  tend  to 
move  sympathetically.  If  ten  out  of  the  forty  commodi- 
ties were  different  kinds  of  fish,  a  movement  in  the  price 
of  fish  would  have  disproportionate  weight  in  making  up 
the  average. 

Lastly,  the  interpretation  of  the  figures  representing 
price  ItveU  wouUI  be  aided,  and  comparisons  in  different 
years  simplified,  if  the  unit  for  measuring  any  commodity 
be  taken  as  a  "dollar's  worth."  Let  every  price  in  the 
base  year  be  a  dollar,  then  the  average  of  all  prices  would 
be  a  dollar.  If  in  the  base  year  a  dollar's  worth  of  bread 
be  ten  loaves,  and  if  during  the  following  year  ten  loaves 
sell  for  $1.50,  we  have  a  ready  comparison  of  prices  at  the 
two  dates.  In  the  same  way  take  a  dollar's  worth  of  coal, 
shoes,  wool,  and  so  on,  throughout  the  selected  list,  and 
make  an  average  of  the  movements  of  the  several  prices 
to  determine  variations  in  the  purchasing  power  of  money. 


ao.  Exercises. — t.  Is  the  value  of  gold  due  to  the  action 
of  governmunt?  Was  tobacco  in  early  Virginia  money  be- 
cause the  giivcrnmcnt  declared  it  so?  Had  a  law  been 
passed  against  the  decline  of  continental  currenc>',  would 
this  have  arrested  its  decline  ? 

3.  The  law  whirh  regulates  the  purchasing  power  of 
money  is  not  made  by  Congress.    Is  this  true?    Legisla- 
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tion  on  the  money  question  is  good  or  poor  to  the  d^ee 

that  it  conforms  with 

Finish  the  sentence,  and  tell  why  you  so  finish  it. 

3.  WJiat  i&  &&t  money?  Could  its  purchaslog  power  be 
made  to  appreciate  ?  How  ?  IC  all  the  different  denomi- 
nations of  media  of  exchange  were  doubled  10  number, 
would  all  money  be  fiat  ? 

4.  What  were  the  reasons  pointed  out  tn  paragraph  3 
of  tJiis  chapter  for  the  increase  in  prices  following  the  issue 
of  greenbacks  ? 

5.  Docs  a  dollar  possess  the  same  purchasing  power  for 
the  poor  man  and  the  rich  man  ?  Docs  it  reflect  the  same 
marginal  dcarabilitics? 

6.  The  "general  level  of  prices"  and  the  "purchasing 
power  of  money"  arc  two  ways  of  expressing  the  same 
idea.  Explain.  In  what  way  is  the  price  of  shoes  related 
to  the  general  level  of  prices? 

7.  Professor  Fetter  puts  the  question,  "Why  docs  nearly 
all  the  gold  produced  in  California  leave  the  State?  What 
keeps  any  of  it  there?"    Answer  it. 

8.  If  at  the  same  lime  wheat  is  selling  at  $2  a  bushel  in 
San  Francisco  and  Philadelphia,  would  any  be  shipped 
from  one  of  these  places  to  the  other?  An  ounce  of  gold, 
900  fine,  is  alike  at  San  Francisco  and  Philadelphia,  $18,604. 
Why  is  gold  ever  shipped  from  California  to  New  York? 

9.  A  dollar  contains  35.8  grains  of  standard  gold — that 
is,  gold  DinC'tenths  tine.  An  ounce  contains  480  grains. 
How  many  dollars  will  an  ounce  make?  too  ounces?  A 
government  ofliccr  says  that  the  value  of  gold  is  coDstant 
because  it  is  fixed  in  price.    Is  this  true? 

10.  Does  the  price  which  a  dentLst  pays  for  his  gold 
remain  the  same  because  gold  is  si.itilr  in  value? 

"Gold  is  stable  in  tenn^  of  tr  in  lermit  of  il£elf 

Pbn!y."    Explain-    Would  this  be  uuv  oi  com  were 
tmake  it  the  standard^ 

If  the  moi 
Icrcaac.  shall 
prices  arc 
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II.  Dr.  Scott  Nearing  sa>*s:  "Theoretically,  if  the 
amount  of  the  circulating  medium  is  in  ajiy  large  sense  a 
cause  of  the  increase  in  prices,  the  prices  of  all  commwlities 
should  have  risen  in  approximately  the  same  ratio." 
Criticise. 

13.  Why  might  an  increased  resort  to  barter  have  the 
same  effect  upon  money  prices  as  an  increase  in  money? 

13.  A  country  using  gold  money  as  its  sole  medium  of 
exchange,  under  free  and  gratuitous  coinage,  makes  the 
following  changes:  it  imposes  a  seigniorage  charge  of  10 
per  cent,  but  without  giving  up  free  coinage  or  reducing 
the  amount  of  fine  gold  in  the  coin.  To  what  extent  and 
in  what  direction  will  the  value  of  money  change,  if  at  all — 

(fl)  If  the  number  of  goods  cxchangird  gradually  in- 
creases 5  percent? 

(b)  If  the  number  of  goods  exchanged  gradually  in- 
creases 35  per  cent  ? 

Give  your  reasons  clearly.  (Fetter.) 

14.  How  may  long-time  contracts  retard  the  adjust- 
ment of  prices  ? 

IS-  "The  nations  in  this  great  war  can  never  pay  their 
debts  lor  the  verj-  simple  reason  that  they  owe  more  than 
the  total  of  all  money  on  earth.*'    Criticise. 

16.  Assume  that  there  is  twenty  dollars'  worth  of  wealth 
in  the  United  States  for  every  dollar  in  money,  should  we 
increase  the  money  twentyfold  would  the  discrepancy  be- 
tween money  and  wealth  disappear?  or  decrease?  or  in- 
CT«aae?  or  remain  the  same? 

>7-  Criticise  these  statements:  "There  is  not  enough 
money  in  the  world  to  do  the  money-work."  "The  money 
«  not  coming  out  of  the  ground  fast  enough  to  meet  the 
•***  conditions  of  life."  ''The  railways  of  thk  country 
P^^  never  have  been  built  in  the  early  fifties  had  it  not 
^*0  for  the  lucky  disrovery  of  gold  in  California  in  1840, 
^^■cii  provi'  ''■<i  the  means  by  which  wc  could  pay  for  the 
I  the  railways." 
1=  the  diiU'rence  between  simple  and  weighted 
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index  numbers  i*  Mention  difTerent  purposes  which  index 
numbers  scr\'e. 

ig.  If  you  were  to  make  a  scL  of  index  numbers  for  the 
purpose  of  determining  the  real  wages  of  labor,  would  it 
make  any  difference  as  to  the  kind  of  commodities  you 
might  select  as  a  basis  for  your  index  numbers?  Why  or 
why  not? 

Suppose  you  select  50  commodities  for  this  purpose. 
would  it  be  fair  should  10  of  these  commodities  be  different 
varieties  of  breakfast  focxls  ? 

20.  At  a  given  time  the  following  commodity  prices 
prevailed:  Cotton  (raw),  to.io  per  lb.;  wheat,  $t.oo  per 
bu.;  sugar,  S0.07  jwr  lb.;  potitoes,  Si.oa  per.bu.;  beef  (for 
roastijig),  $0.25  per  lb.;  shoes.  S.s-oo  per  pair;  cotton  cloth 
of  a  standard  grade,  $0.12  per  yd.;  woollen  cloth  of  a 
standard  grade.  Si-25  per  yd.;  men's  hats,  84,  and  coal, 
$7  per  too. 

At  a  later  date  the  prices  of  the  same  commodities  were 
respectively  as  follows:  $0.13,  ti.05,  $0.06,  $1.10,  $0.30, 
$5.75,  $0.15,  Si. 20,  $4.50.  and  $6.50. 

Tabulate  these  facts  and  compute  index  numbers,  which 
w^ill  show: 

1.  Changes  in  the  price  level  of  all  ten  commodities. 

2.  Changes  in  the  price  level  of  the  articles  of  food. 

3.  Changes  in  the  price  level  of  the  articles  of  clothing. 
(Fetter.) 
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CHAPTER  XII 
MONEY  STANDARDS 

t.  Monc^  movaaeals  automatic,  i.  Sdcclion  of  cniiu.  j.  Gnstuun'i 
tw,  4,  When  GraluiDl's  Uw  will  not  work,  s-  Bimtullism.  ft.  The  com* 
pennUiiV  prinditle.  7.  The  meaning  of  lenn*.  8.  When  bimctalHtm  will 
not  work.  9.  When  birartallifin  will  wcirk.  10.  .^ume/ils  for  btmelal- 
liun.  ti.  Argunictit  Agaiiut  biineuUifm  considered.  11.  Ili*tarical  sum- 
muy.  ij.  A  »uaunAry  review.  14.  Krcr-nlvct  nRiUlioriof  1896.  ij.  The 
gold  ttAodonJ  on  trwi.     16.  DUIcrcnt  sliadiircU  ^IcfiuccJ.     17.  Bscroacfc 

I.  Money  Hovements  Automatic. — The  moQcy  of  a 
country'  circulates  in  the  land  of  its  Lssuc,  not  according  to 
weight  but  according  to  tlic  .stamp  it  bears.  The  grocery- 
man  does  not  weigh  a  piece  of  money  offered  him  in  pay- 
ment for  goods,  be  looks  at  the  inscription  upon  the  coin 
oflered  and  accepts  it  at  face  value  without  further  ado. 
But  if  a  gold  coin,  marked  ten  dollars,  is  offered  to  a  foreign 
creditor,  it  is  acceptc<),  not  according  to  its  face  value, 
but  according  to  iUs  bullion  content.  Were  American  gdd 
coins  so  worn  as  to  be  diminished  five  per  cent  in  weight, 
it  would  take  ten  dollars  and  fifty  cents  in  these  coins  to 
I»y  a  ten-dollar  obligation  to  an  Fnglish  creditor. 

So  much  for  the  ba.^is  of  international  money  pa^Tnents; 

let  us  now  inquire  as  lo  the  movement  of  money  between 

oxintries.    Should  Canada  enjoy  a  bumper  crop  and,  as 

wtH,  a  large  output  from  her  forests,  mines,  and  fisheries, 

Ae  would  doubtless  enjoy  an  abtinda&ce  of  goods  at  low 

prices     If  ai  the  same  time  unfavorable  weailier,  pests, 

*£  ^pules  work  against  the  production  of  supplies 

tier  people  must  pay  high  prices,  and 

—  =umplion  of  goods  only  by  securing 
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commodities  from  Canada  or  else«'here.  But  two  sets  of 
prices,  tiic  one  high  and  the  oUier  low,  cannot  under  nor-  fl 
mal  trading  conditions  long  remain  side  by  side.  The  aitu-  " 
alien  resembles  that  of  two  reservoirs  side  by  side,  the  one 
full  and  the  other  half  full  of  water.  So  long  as  they  are 
independent  of  each  other  the  water  Jn  the  two  will  remain 
at  these  unequal  levels;  but  once  a  connecting  pipe  is  intro- 
duced betwei;n  the  two,  automatically  the  water's  flow 
will  leave  but  one  level. 

The  wise  old  saying  holds  true  here:  *'A  good  market  to' 
sell  in  is  a  poor  one  to  buy  in,  and  a  good  market  to  buy 
in  is  a  poor  one  to  sell  in."    Canada  will  find  the  United 
States  a  good  market  to  sell  in,  and  the  United  States  will 
find  Canada  a  good  market  to  buy  in.    The  buyer  in  the 
United  States,  finding  that  his  money  has  a  higher  purchas- 
ing power  across  the  line,  will  send  bis  money  thither  for  \ 
goods.     Good  will  continue  to  flow  one  way  and  money 
the  other  until  prices  are  equalized  in  the  two  countries. 
Ko  inve^ttigator  will  make  tbe  discovery  that  Canada  has 
proportionately  less  money,  and  no  format  negotiations  ■ 
win  be  inaugurated  to  equalize  the  money  supplies  in  the 
two  countries.    Indi\idual  traders,  prompted  by  the  prin- 
ciple of  self-interest,  and  knowing  little  and  caring  less 
about  relative  money  supplies,  will  so  trade  as  to  le\-el| 
automatically  prices  between  these  countries.    The  work- 
ings of  this  automatic  regulation  were  formerly  slow  and 
obstructed,  as  traders  depended  upon  weekly  letters  and 
price-currents.    To-day  the  principle  works  with  a  free- 
dom and  fulness  of  movement,  trade  news  being  Sashied, 
far  and  wide,  daily  aiid  even  hourly. 

».  Selection  of  Coins.^While  a  local  overstock  of  gold 
coin  is  flowing  into  foreign  markets,  it  will  also  be  flow- 
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ing  iDto  the  arts  market— both  local  and  foreign.  Slack 
business  and  a  shortage  in  the  production  of  wheat,  beef, 
and  coal  will  cau»e  a  relative  overxupply  of  money,  so 
money  »t11  go  to  the  melting-pot  as  well  as  to  the  other 
markets  of  the  world.  The  two  sources  of  outlet  for  a 
local  ovcrsupiily  of  money  are  foreign  markets  and  the 
melting-pot. 

Will  coins  be  exported  and  melted  indiscriminately? 
The  answer  is  in  the  negative,  and  it  involves  one  of  the 
mcst  significant  laws  in  Economics-  Coins  are  not  selected 
by  chance,  not  sent  out  because  they  are  closest  to  the  place 
of  export,  not  melted  because  they  arc  nearest  the  manu- 
facturer of  jewelry.  We  shall  now  inquire  as  to  the  prin- 
ciple of  selection.  They  are  not  the  fittest  anns  but  the 
unfittcst  which  shall  remain  in  circulation. 

3.  Gresham's  kw  teaches  tliat  the  bad  money  drives 
the  good  out  of  circulation.  Let  the  student  commit  this: 
"Bad  money  always  drives  out  good  money,  when  issued 
in  abundance."  Despite  her  vanity  and  many  administra- 
tive blunders,  Queen  Elizabeth,  as  above  remarked,  was  an 
able  ruler,  the  one  clement  of  strength  that  distinguished 
her  being  her  keen  judgment  of  men,  that  enabled  her  to 
offifxr  the  admimstration  with  the  ablest  thinkers  and  ad- 
visers in  Engliind.  Sir  Thomas  Grcsham,  founder  of  the 
Royal  Exchange  of  London,  wa.s  the  chief  financial  agent 
under  Elizabeth.  He  investigated  for  his  government  the 
«Hidition  of  coins  in  Amsterdam,  and  found  that  the  old 
and  worn  coins  drove  out  of  circulation  the  new  coins  of 
full  weight,  which  were  issued  in  abundance.  This  prin- 
ciple, that  the  bad  money  tends  to  drive  out  the  good,  was 
noted  by  so  ancient  an  obscr\'er  as  Aristophanes  (B.  C.  444- 
3S0),  but  it  was  dbcovered  anew  and  brought  prominently 
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before  the  English-speaking  world  by  the  acted  adviser 
Elizabeth. 

The  original  formulation  of  this  law  made  no  reference 
to  the  exportation  of  gold  coin  as  caused  by  an  issue  of  fiat^ 
mone>-.  More  than  a  few  writers  have  erred  at  tliis  point. 
Gresham  referred  to  coins  of  the  same  metal  but  of  different 
weights  on  account  of  wear,  clipping,  and  abrasion.  If  in 
a  gold-using  country  exportation  or  conversion  of  money  ^ 
into  the  arts  takes  place,  the  heavier  coins  will  be  sclcctctt^l 
for  these  purposes.  As  money,  heavy  coins  arc  worth  no 
more  than  abraded  coins,  but  when  sold  by  weight,  as  they 
arc  in  the  arts  and  export  markets,  they  arc  worth  more. 
While  this  law  was  originally  formulated  with  reference 
to  coins  made  of  the  same  metal,  the  principle  involved  a{ 
easily  applied  in  any  case  where  bad  and  dear  money  cir- 
cukte  in  the  same  market. 

4.  When  Gresham's  Law  Will  Wot  Work.~A  Virginia 
fruit-grower  permits  hii.  family  to  use  only  the  sortings — 
the  green,  knotty,  inferior  apples,  and  his  neighbors  call 
him  penurious.  He  answers  the  charge:  "Wc  can't  afford 
to  use  good  apples  when  there  arc  plenty  of  poor  ones." 
And  this  is  the  way  the  nations  act  with  respect  lo  their 
money.  Poor  money  serves  the  functions  of  the  home 
market  as  well,  and  good  money  ser\'es  the  other  functions 
better;  there  h  great  economy  in  Gresham's  law.  But  this 
law  will  not  always  work,  for  were  it  a  biild  truth,  without 
exceptions,  that  the  bad  money  drives  out  the  good,  thca 
a  deficient  penny  woukl  deplete  a  treasury.  ^M 

No  one  would  melt  a  nr-  *'  -i  l^l':--  o;oIJ  cx>in  into  bul^^ 
Hon,  if  that  bullion  were  •.  d  the  ten  dollars, 

OS  no  one  will  Intciii  from  u  more 

valuable  to  a.  Ic*&  *>  m'^  Uw 


1 


Money  Standards 


£55 


never  work,  in  the  sense  that  the  best  coins  will  find  the 
melting-pot,  when  the  »upply  or  money  is  so  small  relative 
to  the  demand  for  it  that  the  metal  will  be  worth  more  in 
the  lorm  of  a  coin  than  in  the  form  of  bullion.  It  will  not 
work  when  money  is  worth  more  than  its  bullion  content 

We  now  know  that  metal  will  not  be  transformod  from 
coins  to  bullion  when  the  purchasing  power  of  such  coins 
is  iiuperior  to  that  of  their  bullion  content.  But  would 
this  prevent  the  operation  of  Gresham's  taw  In  the  sense 
that  the  lighter  coins  cause  an  exportation  of  the  heavier' 
ones?  No,  the  heavier  coins  raay  be  exported  when  they 
are  in  no  danger  of  the  melting-pot. 

To  return  to  the  supposition  regarding  Canada's  abun- 
dance and  our  shortage  of  goods,  her  need  for  money  was 
in  excess  of  the  supply.  Canadians  might  have  cheap 
nioney  and  dear  drciJating  adc  by  side,  the  bad  money 
driving  the  dear  money  neither  to  the  raclting-pot  nor  to 
the  United  States  or  any  other  country.  The  good  money 
would  not  be  driven  to  the  melting-pot,  because  It  would 
be  worth  more  in  the  form  of  money,  and  it  would  not 
be  driven  out  of  the  country  because  its  purchasing  power 
in  Canada  would  be  higher  than  if  ii  were  sent  out  of  the 
country. 

A  knowledge  of  Crcsham's  law  introduces  a  discusaon 
of  bimetallism,  for  the  operation  of  this  law  will  maintain 
a  fixed  ratio  between  the  purchasing  powers  of  gold  and 
alver.  Should  either  metal  become  cheaper  debtors  will 
ubc  eager  to  pay  with  it.  This  will  at  once  inaeaac  the 
aand  for  the  cheaper  and  lower  the  danand  for  the 
dearer  metal,  thereby  making  them  equal. 

5*  Bimetallism  means  the  free  coinage  of  two  metals  at 
itio,  the  coins  of  dthcr  being  legal  tender  as  the 
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debtor  may  elect.  Monometalliam  is  a  monetary  system 
where  one  metal  is  given  the  right  of  free  coinage.  Bi- 
mctallWa  as  well  as  moDometaUism  may  be  thought  of  as 
a  single  standard.  Two  metals  maintained,  at  a  parity 
perform  precisely  the  same  functions;  they  lose  their  inde- 
pendence In  a  monctar>'  sense  and  become  one  and  the 
same.  A  country  may  have  the  bimetallic  standard  based 
on  gold  and  silver,  and  coin  other  metab,  as  copper  and 
nidceL  Coins  of  other  metaU,  however,  are  token  and 
'not  primarj'  money. 

The  common  man  of  this  generation  thinks  of  bimetal- 
lism as  a  mere  theory — something  nice  to  talk  about  but 
dangerous  and  unworkable  it  established.  He  is  not  in- 
formed that  mankind  has  had  far  more  experience  and, 
may  I  add,  more  satisfactory'  experience  with  bimetaliiam 
than  mth  monometallism  and  that  prior  to  the  nineteenth 
centur)'  no  nation  definitely  adopted  monometallism.  Eng- 
knd  broke  the  rule  in  1816,  but  neither  the  United  States 
nor  European  nations  followed  her  example  until  after 
1870.  Bimetallism  is  workable  and  it  is  not  involved  in 
mystery  as  many  are  led  to  believe.  It  rests  upon  a  an- 
gle definite  and  simple  principle  which  explains  the  ex-  ^ 
traordinary  permanence  of  the  ratio  of  exchange  of  gold  ^| 
and  silver  under  bimetallism. 

6.  The  compensatory  principle  is  the  fundamental  fact  ^ 
in  bimetallism.  This  principle  recognizes  two  great  de-  f 
mands  for  both  gold  and  salver;  their  use  in  the  arts  and 
in  the  coinage  of  money.  The  monctar>'  demand  is  large 
and  any  change  in  it  reacts  quickly  upon  the  purchasiiig 
power  of  these  metals.  This  very  fact — the  quick  and 
sensitive  response  of  the  purchasing  power  of  these  metals 
to  changes  in  demand — makes  it  impossible  for  either  gold 
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or  alver,  under  bimetallism,  to  fall  much  below  the  other, 
and  impossible  for  them  to  remain  separate  in  price.  After 
the  gold  discoveries  in  California  and  Australia,  John  E. 
Caimes,  the  eminent  English  economist,  wrote  (and  I  give 
this  illuminating  quotation,  because  it  shows  the  nature  of 
the  compensator)'  prindplc):  "The  crop  of  gold  has  been 
unusually  large;  the  increase  in  the  supply  has  caused  a 
fall  in  its  value;  the  fall  in  its  \'aluc  has  led  to  its  being 
substituted  for  silver;  a  mass  of  silver  has  thus  been  dis- 
engaged from  purposes  which  it  was  formerly  employed  to 
ser\'e;  and  the  result  has  been  that  the  two  metals  have 
fallen  in  value  together."  T(,  according  to  Gresham's  law, 
gold  tends  to  drive  silver  out,  less  silver  and  more  gold  will 
be  used  in  coinage.  This  decrease  in  the  demand  for  silver 
will  lower  its  purchasing  power;  this  increase  in  the  de- 
mand for  gold  will  increase  its  purchasing  power;  the  result 
will  be  a  coming  together  of  the  two.  This  interaction  of 
the  forces  of  supply  and  demand  which  maintains  a  fiJtcd- 
ncss  of  the  ratios  Ix^tween  gold  and  silver  is  known  as  the 
compensatory  principle. 

7.  The  Meaning  of  Terms.^Whcn  a  coin  is  adopted  the 
government  determines  how  much  gold  or  silver  to  put  into 
it.  The  gold  dollar  contains  33.92  grains  of  5ne  gold,  and 
3.58  grains  of  alloy  to  harden  the  coin  so  that  it  will  stand 
wear;  the  total  or  standard  weight  is  fixed  by  law  at  35.8 
(23.21  +  3.58)  grains.  The  silver  dollar  contains  413.5 
grains,  which  is  90  per  cent  line  (371.25  grains  of  fine  silver 
plus  ^t%  alloy).  The  ratio  of  ^Ivcr  to  gold  in  our  coins 
is  371.25:33.22::  15.98: 1.  This  is  so  near  16:  i  that  we 
speak  of  it  as  such.  16:  i  means  simply  that  there  is  six- 
teen times  as  much  fine  silver  in  a  silver  dollar  as  tliere  Is 
fine  gold  in  a  gold  dollar.    But  it  must  not  be  concluded 
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that  we  are  on  a  bimetallic  standard  because  we  coin  these 
ractats  at  the  ratio  of  i6 :  i.  When  is  a  nation  on  a  bime- 
tallic standard?  When  it  declares  for  the  ircc  and  unlim- 
ited coinage  of  both  mctfUf  and  gives  to  both  equal  debt- 
paying  power. 

Let  us  next  inquire  the  meaning  of  the  terms,  "market 
ratio"  and  "mint  ratio."  When  gold  and  silver  bullion 
change  in  price  nith  respect  to  one  another  and  to  other 
commodities,  independent  of  their  exchange  power  in  the 
form  of  money,  their  "market  ratios"  have  changed  inde- 
pendently of  their  "mint  ratios."  If  one  grain  of  gold  in 
the  form  of  coin  is  made  by  law  to  exchange  for  sixteen 
grains  of  silver  in  the  form  of  coin,  their  "mint  ratio"  is 
1 :  t6.  But  if  a  rich  allver-nune  is  opened,  silver  bullion 
will  fall  in  exchange  power,  and  if  it  falls  until  one  ounce 
of  gold  bullion  will  exchange  in  the  open  market  for  thirty- 
two  ounces  of  silver,  tlie  "  market  ratio"  has  fallen  to  i  :  32. 

8.  When  Bimetallism  Will  Not  Work.'— Assume  that  a 
country  has  a  bimetallic  standard  at  a  ratio  of  t6: 1,  aiid 
that  meanwhile  the  market  ratio  is  32:  1.  How  would 
Smith,  a  gold-bullion  owner,  pay  Jones  an  obligation  of 
$10?  He  can  pay  this  debt  in  either  of  two  ways:  He  can 
take  133.2  grains  of  gold  (the  bullion  content  oi  $10)  to  the 
mint,  exchange  it  for  Sio,  take  this  $10  and  pay  the  debt- 
Or  he  can  take  but  one-half  of  this  gold  (116.1  grains)  to 
the  bullion  market  and  trade  il  for  enough  silver  huUioo 
to  exchange  at  the  mint  for  $to  in  silver,  and  with  thii 
pay  Jones  in  full.  All  debtors  would  pay  their  obiigatioos 
with  silver;  gokl  would  go  out  of  drculatioa;  business  tranj^ 
actions  would  be  Jwljusted  to  the  money  10  drculalioni 
would  be  bimetallism  legally  and  monomeullisn\  in  facl 

*  An  excellent  difteuwiiog  of  tiimrinDinin  ■■  found  In  P>. 
lilkol  Economy   (Ddvnnccd  course,  jd  olj 
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It  must  be  observed,  however,  that  as  gold  in  this  ex- 
ample loses  its  monetary  demanft,  it  tends  to  decline  in 
purchasing  power;  also,  the  demand  for  silver  and  conse- 
quently ius  purchasing  power  is  increased,  because  it  must 
fill  the  place  made  vacant  by  the  withdrawal  of  gold.  The 
\  establishment  of  bimetallism  in  a  fc%'  unimportant  money- 
using  countries  will  have  the  effect  of  making  the  pur- 
chasing power  of  these  metals  more  nearly  equal.  But  bi- 
metallism will  not  work  so  long  as  the  monctar>'  demand 
for  gold  and  silver  b  not  large  enough  to  bring  the  purchas- 
ing power  of  these  metaLs  to  the  ratio  established  by  law. 
In  all  such  cases  Greaham's  law  operates  to  the  defeat  of 
bimetallism. 

9.  When  Bimetallism  Will  Work.—Bimetallism  will  suc- 
ceed when  Grciham's  law  ceases  to  operate  or  to  ejcpel  the 
dearer  metal  from  circulation.  Thfe,  of  course,  will  be 
when  there  is  no  longer  a  cheaper  and  dearer  metal,  but 
when  gold  and  silver  are  equal  to  one  another  in  purchas- 
ing power  at  the  legal  ratio.  The  compensatorj'  principle 
■  will  hold  them  at  this  equalit)'  in  purchasing  power  when 
the  mint  ratio  is  fixed  reasonably  near  the  market  ratio, 
and  when  there  is  a  reasonable  monetary  demand  for  the 
metal. 

Assume  the  nations  of  the  world  to  be  divided  into  three 

approximately  equal  groups  of  four  countries  each,  and 

^at  one  group  is  composed  of  silver-using  countries,  an- 

is  composed  of  bimetallic  countries  holding  the  ratio 

I,  and  that  the  remaining  group  consists  of  gold-uang 

They  may  be  represented  thus: 


Gold-ustng 

countriea. 
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What  will  be  the  effects  of  a  large  Increase  in  the  output 
of  silver?  This  will  cheapen  silver  relatively  to  gold. 
The  owners  of  silver  bullion  will  hasten  to  take  advantage 
of  the  situation  in  the  bimetallic  group,  where  they  can 
exchange  their  silver  for  gold  at  the  rate  of  i6:i.  The 
gold  thus  displaced  by  the  new  ailver  will  pass  into  its 
best  market,  the  gold-u^g  countries.  Gold  will  decline  in 
purchasing  power  because  of  the  diminished  need  for  it  in 
bimetallic  countries,  and  because  of  the  largely  increased 
supply  in  gotd-ustng  countries.  Forces  are  in  operation 
meanwhile  to  increase  the  purcha^ng  power  of  ^ver.  It 
has  to  supply  the  place  made  vacant  by  the  departure  of 
gold  from  the  bimetallic  group;  then,  too,  it  will  b«  de- 
manded in  the  silver-using  countries.  A  sudden  increase 
in  the  supply  of  silver  will  cause  the  price  of  the  bullion 
content  of  coins  to  be  less  than  their  purcha^ng^  power  in 
the  form  of  money,  thus  making  it  prontable  for  silver- 
owners  to  have  their  bullion  coined  in  the  silver  group  as 
well  as  in  the  bimetallic  group. 

Should  the  cheapening  effect  on  silver  be  large  at  a  time 
when  commercial  forces  arc  advancing  the  purchasing 
power  of  gold,  there  will  be  a  rapid  substitution  of  silver 
for  gold  in  the  bimetallic  group.    If  there  be  an  unusual 
need  for  additional  gold  in  the  gold-using  countries,  they 
can  draw  for  their  additional  needs  only  from  the  bimeUlUc 
states.    Will  the  gold  become  exhausted  in  tliesc  coun- 
tries?   Such  is  possible  but  not  likely.    The  increased 
supply  of  silver  will  find  a  market  covering  t»  ■  '" '  '-  ■>£ 
the  money-using  world-      le  silver-u-ini'  nn.!  li^ 

countries.    This  ex  ,\k\ 

decline  in  its  di  "*  -  •  - 

find  a  mark' 
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tries,  and  these  countries  already  have  a  normiLl  gold  sup- 
ply. It  is  aJl  but  certain  that  the  compensatory  principle 
will  make  these  metals  equal  to  each  other  in  purchasing 
power  at  the  legal  ratio  long  before  the  bimetallic  group 
finds  its  more  valuable  metal  exhausted. 

Assume  that  states  from  each  of  the  monometallic 
groups  change  to  the  bimetallic  standard,  leaving  two 
countries  in  each  of  the  monometallic  groups  and  giving 
eight  countries  to  the  bimetallic  group.  It  may  be  rcp- 
resBDted  thus: 


jSilvei- 

using 
couDtfies. 

S  Bimetallic  countries 

3  Gold- 
using 
couatri«s. 

Beyond  question,  the  bimetallic  standard  is  now  safe. 
The  base  of  the  s>'stem  is  broadened  to  cover  two>thirds 
of  the  money-utung  world;  If  the  cheaper  threaten  to  drive 
the  dearer  metal  from  this  extensive  area,  it  can  go  to  only 
two  states  already  normally  supplied;  these  two  states 
would  be  surfeited  with  the  metal  long  before  the  great 
bimetallic  area  is  drained.  The  extensive  area  demanding 
the  metal  tending  to  decline  will  retard  or  arrest  its  de- 
cline; the  limited  area  demanding  the  dearer  metal  is  soon 
luQy  supplied,  thus  causing  that  metal  to  decline. 

The  reasoning  under  the  last  two  headings  leads  to  the 
caodusion  that  national  bimetallism  cannot  succeed,  but 
that  intemadonal  bimetallism,  if  sufHciently  broad,  will 

iratsfor  Bimetallism. ^National  bimetallism  is 

iiratiable  and  Ihcte  b>    o  defense  for  it.    iDtemalional 

^cbUltsni  would  \y  "*o      Me.    Two  primary  arguments, 

'         imcnts,  have  been  advanced 
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for  it  These  are:  Bimetallism  would  give  tx)  the  world  a 
more  stable  standard ;  it  would  facilitate  exchange  between 
gold  standard  and  silver  standard  countries. 

The  needs  for  a  stable  standard  are  apparent.  If  the 
purchasing  power  o(  money  rises,  debtors  are  injured  be- 
cause they  must  pay  back  more  purchasing  power  than 
they  have  received,  or  if  the  purchasing  power  of  money 
declines  creditors  must  take  in  payment  less  purchasing 
power  than  they  have  given.  Rising  prices  disturb  indus* 
try  because  price  movements  are  not  uniform:  declining 
prices  throw  a  blanket  over  industry.  One  hesitates  to 
invest  his  money  in  business  when  prices  are  declining,  for 
he  buys  at  a  higher  and  seUs  at  a  lower  price.  Ri^ng 
prices  stimulate  most  branches  of  industry,  because  capi- 
talists hasten  to  invest  their  means  at  the  lower  to  sell  out 
later  at  the  higher  price. 

Hov.'  vjould  intemcHonal  bimetallism  stabilize  the  purchas- 
ing power  oj  money?  The  two  metals  will  be  tied  together 
in  one  system;  the  volume  of  gold  and  silver  when  com- 
bined would  be  so  Large  that  temporary  movements  in 
the  supply  of  either  would  have  little  effect  on  the  pur- 
chasing power  of  money.  The  probabilities  are  (and  the 
histor>'  of  the  metals  bears  out  the  point)  that  gold  and 
silver  will  not  together  advance  or  decline  in  purchasing 
power  in  the  same  degree.  If  gold  tends  to  rise  rapidly, 
while  the  tendency  is  for  silver  to  move  as  rapidly  in  the 
opposite  direction,  since  they  are  tied  together,  the  pur- 
chasing power  of  money  cannot  var>'.  If  silver  tends  rap- 
idly downward  while  gold  tends  downward  but  slowly,  the 
gold  will  retard  the  decline  in  moDi  ng 

power  of  money  varies  with  Ihi-  li* 

voiumc  of  the  two  metals.    'Mn    , 
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silver  are  not  reUtetl,  and  there  is  no  reason  why  their  out- 
put should  vary  equally  in  the  same  direction;  in  fact,  they 
have  in  the  main  tended  to  vary  in  opposite  tUrecUons. 

Professor  J.  F.  Johnson  doses  his  discussion  of  this 
topic  with  these  words:  "Since  stability  of  the  standard  is 
the  most  important  quality  it  can  possess,  the  argument  is 
in  favor  of  bimetallism."  ' 

fftnc  u-ouid  inlemalional  bimelaUism  fadlitate  exchanges 
between  siher'Using  and  goid-using  coutUriesf  It  would 
simplify  trading  and  all  kinds  of  contracts  between  these 
countries.  At  present  exchange  relations  of  gold  and 
silver  fluctuate  constantly.  If  a  New  York  merchant  is 
quoted  the  price  of  silk  in  China  (a  silver-standard  coun- 
try) he  is  puzzled  to  know  how  much  gold  he  must  ^ve. 
If  be  sells  to  a  merchant  in  Shanghai  he  is  paid  in  silver, 
the  gold  price  of  which  may  vary  considerably  before  the 
transaction  is  completed.  He  may  lose  or  he  may  gain, 
depending  upon  the  turn  in  the  relative  purchasing  powers 
of  the  metals. 

Dealers  in  foreign  exchange  peculate  in  these  variations 
of  money;  they  assume  the  risks.  Because  dealers  in  for* 
eign  exchange  assume  the  risk,  the  New  York  exporter  may 
know  eJtacily  how  much  American  money  he  will  receive 
for  his  draft  on  the  silver  country.  The  risk,  none  the 
less,  exists  regardless  of  who  assumes  it;  it  makes  trade 
inconvenient  and  expensive.  Moreover,  long-time  con- 
tracts can  be  little  more  than  a  gamble  between  gold  and 
silver  using  countries. 

The  fluctuations  between  the  metals  discourage  a  nor- 
mal 6ow  of  investment  funds  between  nations  of  different 
monetary  standards.  Tariff  walls  and  unstable  monetary 
■  Money  aod  CumEocy,  rtvisti]  ed.,  p.  at. 
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s>*stems  removed,  capital  would  seek  the  best  profits  the      n 
world  over.    The  Americaa  financier  fears  to  invest  in  a  fl 
country  of  another  standard  lest  his  investments  rcttim  to 
him  in  depreciated  money. 

Si]ver<standard  countries  fear  to  contract  obligations  in  ^M 
gold-standard  countries.    England  formerly  made  loans  of 
enormous  sums  in  pounds  sterling  to  British  India  (a  silver- 
uang  countrj'  prior  to  1893).    The  interest  alone  on  these 
loans  amounted  to  about  £16,000,000  in  gold  which  they 
were  compelled  lo  pay  annually  in  London.    The  Indian 
government  noted  two  significant  facts:  (i)  The  purchasing 
power  of  their  money  in  the  home  country  varied  but  little 
through  time.     (3)  Silver  continued  to  decline  in  terms  of  H 
gold.     It  took  just  twice  as  many  rupees  (the  Indian  coin)  ^" 
in  1893  to  buy  a  pound  sterling  in  London  as  it  took  in 
1873.    Their  foreign  debt  grew  more  and  more  burden- 
mme  because  it  took  more  and  more  of  their  money  to 
pay  London;  and  this  despite  the  fact  that,  in  terras  of 
gold,  her  annual  dues  to  London  were  not  increasing  andj 
her  money  retained  about  the  same  purchasing  power  ati 
home. 

A  similar  situation  arose  after  the  Boxer  troubles  in 
China,  when  that  country  was  required  to  pay  considerable 
indemnities  to  gold-standard  countries. 

II.  Argument  Against  Bimetallism  Considered. — ^There 
arc  frmncnl  authorities  on  the  money  question  who  object 
to  bimetallism.  One  such  authority  states:  "Whenever  two 
kinds  of  money  are  legal  tender,  the  cheaper  will  be  used, 
and  the  other  will  disappear."  This  question  begging 
assertion  assumes  what  is  to  be  proved,  namely,  that  a 
cheaper  metal  exists  under  bimetallism.  This  assertion, 
moreover,  embodies  the  verj*  principle  which  wt-i'l 
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vent  the  metals  from  se{>aratiDS  in  purchasing  power  at 
the  legal  ratio.  W.  S.  Jevons,  who  justly  ranks  as  one  of 
the  two  or  three  moat  brilliant  economists  England  has 
produced,  understood  well  the  compensatory  principle,  yet 
he  was  a  monometallist.  His  objection  to  bimetallism  is 
based  upon  the  belief  that  there  is  a  strong  prejudice 
against  alver.  In  his  well-known  work,  Money  and  Bank- 
ing, Horace  ^Tiite  expresses  the  same  opinion.  If  silver 
were  as  de^rable,  be  thinks,  it  would  be  put  on  an  equal 
footing  with  gold.  "Even  tlic  most  elaborate  s^'stcm  of 
exchanges  through  banks  and  clearing- bouses  leaves  a 
residuum  of  payments  to  be  made  by  the  transfer  of  metal, 
and  here  the  question  of  weight  becomes  decisive.  A  bank 
which  has  to  receive  $1,000,000  of  metal  will  always  pre- 
fer, say,  4,000  pounds  of  gold  rather  than  140,000  pounds 
of  silver.  It  can  afford  to  pay  a  premium  for  gold  equal 
to  the  difference  in  the  cost  of  handling  and  storing  the 
two  masses-  The  earliest  sign  of  a  premium  on  gold, 
after  a  bimetallic  agreement  had  been  made,  would  render 
the  agreement  itself  inoperative."  > 

No  one  has  ever  proposed  such  a  ratio  as  that  here 
assumed,  and  nothing  is  proved  by  an  argument  based 
upon  a  single  and  minor  function  of  money.  Gold  will 
serve  better  in  some  functions  and  ^vcr  in  others.  Both. 
^  will  serve  alike  for  bank  depoaits;  certificates  backed  by 
I  silver  would  be  no  less  desirable  than  those  backed  by 
gold.  If  gold  be  more  de^rable  to  settle  trade  balances 
with  gold-standard  countries,  silver  will  be  more  desirable 
»  to  settle  these  balances  with  silver-standard  countries.  If 
H  a  silver  dollar  is  Inconvenient  because  it  ii^  too  large,  a  gold 
^1   dollar  b  inconvenient  because  it  is  too  small. 
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There  is  no  natural  "preference  of  mankind  for  gold." 
A  large  portion  of  the  world  is  on  the  silver  standard,  a 
number  of  countries  since  1893  having  changed  from  the 
silver  to  the  gold  standard.  They  changed,  not  because 
of  a  natural  preference  for  gold,  but  because  of  thdr  com- 
mercial relations  with  the  gold-using  countries  of  the 
United  States  and  Europe.  The  prejudice,  if  such  it  be, 
in  most  of  these  countries  is  against  gold,  for,  although 
virtually  forcc<i  to  the  gold  standard,  silver  is  the  only 
money  used  in  circulation.  It  is  found  diflicult  "to  edu- 
cate these  peoples  to  the  use  of  gold." 

13.  Historical  Sununary. — Space  wilt  permit  no  more 
than  the  briefest  outline  of  American  monetary  hbtory. 
The  great  financier,  Alexander  Hamilton,  was  the  first 
secretary  of  the  treasury.  He  found  the  people  thinking 
in  terms  of  English  money,  but  really  using  a  medley  of 
coins— Spanish,  Mexican,  and  others.  He  weighed  the 
situation  as  best  he  could  in  this  and  other  countries  in 
order  to  strike  the  proper  ratio  between  gold  and  silver. 
Upon  finding  the  ratio  to  be  about  15:1,  he  recommended 
the  bimetallic  standard  at  this  ratio  to  Congress.  Con- 
gress trusted  the  judgment  of  Hamilton  and  gave  his 
report  the  form  of  law  in  1792.  Thus  America  began  with 
a  bimetallic  standard  of  15:1,  the  gold  dollar  containing 
74}^  grains  and  the  stiver  dollar  containing  371  }^  grains. 

Difficulty  arose ;  the  new  silver  dollar  slightly  out- 
weighed the  worn  Mexican  and  Spanish  dollars  which  were 
in  circulation.  Money-brokers  assumed  the  profitable  task 
of  exchanging  the  worn  Spanish  and  Mexican  coins  for  the 
new  dollar,  which  they  exported  to  the  Spanish  wlonics  in 
exchange,  fmd  at  i  per  cenVJ^^^^^Balas.    The  tot- 
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dollars,  and  again  the  rounds  of  exchange  would  be  made, 
thus  "forming  an  endless  chain."  President  Jcficrsonputa 
stop  to  this  in  1806,  when  he  ordered  the  mint  to  strike  no 
more  silver  dollars,  and  thb  act  remained  in  force  thirty 
years.  The  presence  of  underweight  Spanish  coins,  to- 
gether with  the  small  monetary  demand,  brought  our  first 
experience  to  failure.  This  cheaper  metal  drove  gold  from 
circulation. 

The  next  importanl  dale  is  1834,  for  in  that  year  a  new 
coinage  act  was  passed,  and  a  new  ratio  of  i(5 : 1  between 
the  metals  was  chosen.  This  is  s<>metimes  called  the 
"Gold  Bill";  it  did  not  disturb  the  bullion  content  of  the 
silver  dollar,  but  reduced  the  bullion  content  in  gold  coins 
some  7  per  cent.  This  made  gold  coin  slightly  inferior  to 
silver  and  Gresham'a  law  played  its  part  expelling  the  ^- 
ver.  This  taw  operatcil  slowly  at  6rst,  but  later  its  op>era- 
Cion  was  hastened  by  the  production  of  Russian  gold-mines 
about   1840  and  by  (he  extraordinary  discoveries  of  gold 

tin  California  and  Australia  in  1849.  An  increase  in  the 
supply  of  gold,  never  before  equalled  in  the  history  of  the 
precious  metals,  lowered  the  purchasing  power  of  that 

•  metal  and  hastened  the  expulsion  of  silver  from  the  market 
Creditors  declared  the  law  unjust,  for  it  lowered  the 
bullion  content  of  coins  which  tliey  were  compelled  to 
accept  in  payment  of  tiebta  previously  contracted.  These 
objections  were  easily  disposed  of,  because  gold  had  not 
l>«n  in  drculalion  ajid,  therefore,  no  debts  had  been  con- 
'^'^'^d  in  terms  of  it.  Moreover,  prices  were  declining 
tad  the  purchasing  power  of  money  remained  about  the 
aune. 

7"*e  nfxl  significant  date  vsis  1853.    ''"*»(«  act  gaw  us  for 
k  **  ^'^*  ^^c  a  settled  money  of  our  own.    We  hwl  in  cir- 
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culation  no  siK-er  dollars  of  our  minting  since  President' 
Jefferson's  order  of  1806  to  stop  their  coinage.  Smaller  sil- 
ver coins  were  of  full  weight  and  were  driven  out  by  light- 
weight foreign  coins.  The  Act  of  1853  reduced  the  bullion 
content  of  minor  coins  which  ever  since  have  remained  in 
circulation.  The  coinage  of  silver  "change"  was  limitcdpfl 
otherwise  wc  should  have  gone  to  a  silver  basis,  and  our" 
hard  money  would  have  consisted  entirely  of  small 
"change."  This  law  was  followed  by  an  Act  (1857)  deny- 
ing legal  tender  to  foreign  coins.  H 

The  Act  of  1873  gave  the  sanction  of  law  to  the  single" 
gold  standard,  and  stopped  the  free  coinage  of  the  stand- 
ard silver  dollar,  making  it  legal  tender  to  only  five  dollars.] 
Little  did  the  people  care  about  this  restriction  on  the  silver] 
dollar,  for  "to  Americans  it  was  an  unknown  coin."  Norl 
were  the  people  enthu^astic  concerning  the  gold  standard^, 
for,  excepting  in  Oregon  and  California,  the  money  in  dr-j 
culation  consisted  of  greenbacks,  bank-notes,  and  alvcrj 
"change."  Conditions  soon  changed,  however;  silver] 
dropped  in  purchasing  power;  had  we  kept  bimetallism,  I 
silver  would  have  become  the  money  of  the  country.  The 
silver  interests  branded  the  act  "the  crime  of  1873."  Con*^™ 
tentions  arose  which  led  to  the  next  important  measure.     ^| 

The  Bland-AHistm  Act  of  1877  was  a  compromise  mea- 
sure, providing  for  the  purchase  and  coinage  of  not  less 
than  $3,000,000  worth  nor  more  than  $4,000,000  worth  of 
silver  each  month.  The  bill  passed  over  the  veto  of  Presi- 
dent Hayes  and  became  law  in  1878.  In  1890  it  was  re- 
pealed when  the  Sherman  Act  took  its  place. 

The  Sherman  Act  was  passed  in  1890  and  repealed  three- 
years  later.  It  provided  for  an  indefmitc  amount  of  Ic^al^H 
tender  notes  for  the  purchase  r'  sQver  btdttoa.    Tt  was  J^B 
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party  measure;  not  a  Democrat  voted  for  it  nor  a  Rqjub- 
lican  against  it  in  either  House  o{  Congress. 

The  only  restriction  on  the  rate  of  this  note  issue  was 
that  a  sum  should  be  issued  necessary  to  buy  4,500,000 
ounces  of  sflver  each  month  at  its  market  ratio.  About 
$156,000,000  notes  were  issued.  Being  legal  tender,  they 
were,  although  redeemable,  in  effect  a  fresh  and  unlimited 
issue  of  greenbacks.  Inflation  followed,  the  gold  standard 
was  seriously  threatened,  and  the  panic  of  1893  followed. 

13.  A  summary  review  of  the  events  following  the 
paiuage  of  the  Sherman  Act  in  1890  will  be  found  instruc- 
tive. The  act  led  to  the  issue  of  $156,000,000  new  trea- 
sury notes  within  three  years,  and  to  the  exportation  of 
$160,000,000  worth  of  gold  in  the  same  period.  In  1893, 
therefore,  the  country  held  at  least  $150,000,000  less  gold 
than  it  would  have  bad  if  the  Sherman  Act  bad  not  been 
passed;  the  gold  reserve,  while  the  act  was  in  force,  de- 
clined from  $184,000,000  to  $84,000,000  (October,  1893). 
The  depression  following  the  panic  of  1893  was  accompa- 
nied by  a  shrinkage  in  the  need  for  currency,  while  at  the 
same  time  continuous  inflation  was  resulting  from  the 
treasury  deficit,  the  excess  of  expenditures  from  July  1, 
i8<J3,  to  December  i,  1895,  amounting  to  $130,000,000. 
Continuous  inflation  gave  rise  to  a  continuous  demand  for 
gold  for  export.  The  treasurj',  having  lost  most  of  its 
gold  during  the  preceding  three  years,  was  obliged  wthin 
three  years  to  add  $262,000,000  to  the  funded  debt,  receiv- 
ing in  cash  thereby  $293,000,000."'  During  the  seven 
years  1890  to  1806,  inclusive,  the  total  exports  of  gold  ex- 
ceeded the  total  imports  by  $273,160,658. 

Tlie  "limping  ^ihuulard"  is  a  name  applied  to  a  situation 

'JiT^n    ^'    ii^g^^t  trreocy,  revised  ed.,  pp.  3$S-3S9. 
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which  arose  in  France,  Germany,  and  the  L'oitcd  States 
when  these  nations  surrendered  the  free  and  unUniited 
coinage  of  silver.  The  mints  were  closed  to  silver,  and 
thereby  the  demand  for  silver  was  lowered ;  but  the  ^Iver 
coins  were  neither  recalled  from  circulation  nor  made 
redeemable  in  gold.  Although  the  bullion  in  a  silver  dol- 
lar was  worth  much  leas  than  the  bullion  content  of  a 
gold  dollar,  yet,  being  limited  in  issue,  it  hobbled  along  at 
the  same  purchasing  power  of  its  stronger  associate. 

Since  there  is  no  free  coinage,  new  salver  supplies  cannot 
become  money  and  thus  Increase  the  supply  of  money,  or, 
what  is  the  same,  lower  its  purchasing  power.  The  cwn- 
^e  of  incoming  gold  supplies  is  not  so  restricted,  and  the 
demand  for  money  remaining  the  same,  additional  sup* 
plies  of  gold  coins  tend  to  lower  the  purchasing  power  of 
money.  Should  the  face  value  of  silver  coins  drop  below 
their  bullion  content,  such  coins  will  readily  find  their  way 
to  the  melting-pot.  Bullion  is  not  free  to  become  coin, 
but  coin  is  free  to  become  bullion. 

Were  there  a  sufficiency  of  money  in  the  form  of  silver, 
paper,  nickel,  or  copper  to  do  the  money-work,  it  would 
oust  gold  money.  But  the  limitation  of  such  moneys 
enables  gold  money  to  circulate.  Silver,  of  course,  did 
not  maintain  its  parity  with  gold  on  any  other  ground 
than  that  of  a  limitation  in  its  supply.  It  is  6at  and  its 
purcheising  power  was  maintained,  as  in  the  case  of  the 
birch'bark  money  of  China,  upon  the  principle  set  forth 
in  discusang  the  "quantity  theory." 

The  limping  standard,  despite  the  opinion  of  competent 
writers  to  the  oratrary,  passed  out  of  existence  in  ihfa 
countrj'  with  the  incoming  of  the  Sherman  I-iiw  of  li 
According  to  the  letter  of  this  law,  silver  doUafs, 
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redeemable  in  gold  on  demand.  "However,  In  ordinary 
times,  the  bolder  has  no  difficulty  in  exchanging  them  for 
gold;  and  In  extraordinary  times,  if  non- redemption  should 
threaten  depredation,  the  secretary  of  the  treasury  would 
be  obliged  to  redeem  them."  ■  This  statement,  summariz- 
ing the  facts  of  the  subject,  shows  that  they  are  ttxily  re- 
deemable. 

The  primary  money  of  the  United  States  is  gold;  ours  b 
a  gold  standard,  the  value  attributed  to  al!  money  other 
thait  gold  rests  upon  the  confidence  of  the  holder,  that  he 
can  exchange  it  upon  ilemancl  for  gold. 

14.  Free-Silver  Agitation  of  t8(>d.— There  should  now  be 
no  doubt  that  a  well-established  system  of  international 
bimetallism  would  work;  this  is  con6rmed  by  the  reason- 
ing on  (he  subject,  and  it  has  been  proved  in  fact  in  every 
■  case  when  it  has  been  given  a  fair  trial.  It  would  steady 
prices  and  facilitate  international  commerce  and  the  nor- 
mal distribution  of  capital.  The  (lucluations  in  the  pro- 
duction of  the  single  metal— gold— make  It  a  very  imper- 
fect standard. 

Serious  objection  was  urged   against   the   single  gold 
standard  in  the  U'nitcd  States  and  in  European  countries, 
prior  to  1896,  Isst  the  supply  of  gold  would  prove  inade- 
quate to  satisfy  the  needs  of  all  gold  standard  countries. 
Gold  prices  fell  with  alarming  persistency,  and  with  ill 
effects  upon  the  business  temper  of  the  people.     When 
conditions  were  at  the  worst  (1896)  W-  J.  Bryan  came  forth 
■frith  &  radical  proposal  for  national  bimetallism  at  16:  i; 
lie  was  nominated  for  the  presidency  and,  with  "free  «!- 
ver"  as  a  paramount  issue,  was  given  nearly  one-half  of 
Ihe  popular  vote  of  the  country.    The  bullion  in  a  &ilver 
naj-  Mi4  Cuntacx,  revised  ed.,  p.  364. 
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dollar,  at  the  time,  was  worth  about  lifty  cents,  and.  had 
the  United  States  alone  adopted  bimetallism,  the  effect 
would  have  been  a  shift  from  the  gold  to  a  silver  standard. 
The  Republicans  met  the  Issue  with  a  vague  indorsement 
of  international  bimetallism;  but  thU  indorsement  was  for 
political  effect  only,  because  all  informed  persons  knew 
that  the  European  nations  would  not  agree  to  it.  Both 
parties  favored  international  bimetallism,  and  both  knew 
it  to  be  impossible  of  accomplishment,  but  the  Democrats, 
rather  than  suffer  the  effects  of  the  limited  money  supply 
under  the  gold  standard,  were  willing  to  euisumc  the  risk 
of  national  bimetallism. 

But  after  1897  an  enlarged  supply  of  gold  caused  an  up- 
ward movement  In  gold  prices  which  has  continued  to  the 
present  lime.  It  was  not  long  before  \fr.  Bryan  was  able 
to  remark  Uiat  the  Republicans  wanted  the  gold  standard 
and  got  it,  and  the  Democrats  wanted  more  money  and  got 
it-    Both  got  what  they  wanted  and  both  should  be  happy. 

The  problem  has  changed  from  one  of  scarcity  to  one  of 
an  increasing  oversupply  of  money.  Aa  previously  noted, 
there  is  no  problem  in  uniformly  low  ur  in  uniformly  high 
'prices,  nor  would  uniformly  rising  or  declining  prices  pre- 
sent difliculties;  the  problems  diiBcult  of  solution  arise  out 
of  the  maladjustments  occasioned  by  the  inequality  of 
ptice  movements.  Problems  we  now  have  a  plenty,  but 
how  to  increase  the  money  supply  is  not  one  of  them,  con- 
sequently bimetallism  is  for  the  time  a  dead  i.'isue.  His- 
tory is  being  made  rapidly,  however,  and  the  dead  issue 
of  to-day  may  be  the  burning  and  paromouot  issue  of 
to-morrow. 

13.  The  Gold  Standard  on  Trial.  -Stabilitv    t 
as  the  single  most  important  feature  mono 
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standard  fails  it  will  faD  upon  the  ground  of  insta- 
bility. Gold  combines,  as  does  no  other  metal,  ull  Ihc 
features  necessary  for  the  making  of  money.  What  of 
the  prospects  of  its  stability  in  purchasing  power?  De< 
dining  prices  prior  to  1897  threatened  the  continuance  of 
the  gold  standard,  as  have  rising  prices  since  that  date. 
The  history  of  the  subject  does  not  make  us  sanguine,  yet 
important  influences  are  becoming  active  which  may  steady 
gold  prices. 

It  is  argued  that  transition  to  the  gold  standard  bids 
fair  to  cover  the  whole  commercial  world  in  the  near  future, 
and  this  extensive  demand  will  arrest,  it  is  thought,  the 
rapidly  declining  purchasing  power  of  gold.  But  this 
argument  b  less  convincing  when  wc  remember  that  a 
large  portion  of  the  earth,  including  important  money- 
using  countries,  have  within  the  last  few  years  substituted 
(he  gold  for  the  silver  standard.  At  the  very  time  when 
the  gold  standard  was  becoming  securely  established  in 
these  countries,  gold  priccii  have  made  the  most  rapid 
advances.  This  extensive  demand  has  been  more  than 
off^t  by  increased  gold  production.  The  growth  of  the 
business  of  the  world,  bringing  about  an  expansion  of  ex- 
change transactions,  must  mean  that  growing  demands 
will  be  made  for  money.  Supply  being  aside,  the  greater 
the  demand  for  money  the  lower  will  be  general  prices. 

Let  us  inquire  into  the  prospects  on  the  side  of  supply. 
From  present  indications  the  supply  will  be  sufficiently 
large.  The  production  of  gold,  like  that  of  any  other 
manufacturing  industry,  has  a  precision  made  pos^ble  by 
the  inventions  and  processes  now  used.  Costs  can  be 
and  output  normally  regulated  to 
be  the  chief  limiting  agency 
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of  the  supply.    And  these  costs  of  pro(!uclion  will  IcikI 
be  automatically  regulated  by  the  purchasing  power 
gold.    The  various  Items  of  cost,  such  as  wages,  tool 
and  machinery,  will  go  up  as  the  purchasing  power  of  gold 
goes  down.    The  decline  in  Ihc  purchasing  power  of  goI(^_ 
will  arrest  its  production  at  the  point  where  the  cost  o^| 
production  equals  the  worth  of  the  gold  produced.    New 
gold  discoveries  aside,  we  may  expect  a  more  stable  gold 
output  throughout  the  next  decade  than  we  have  bad  dur-^ 
ing  the  half-centur}'  now  ending.  f 

i6.  Different  Standards  Defined. — All  writers  on  money 
agree,  if  in  little  else,  upon  the  one  fact  that  the  money 
standard  should  be  stable.  Their  reasoning  teaches  them, 
in  the  first  place,  and  the  history  of  previous  experiences 
confirms  their  reasoning,  that  no  one  commodity,  gold  or 
other,  can  maintain  perfect  stability  in  the  purchasing^ 
power  of  money. 

The  muUiple  or  tabular  standard  was  the  first  suggest 
made  to  remedy  the  instability  of  tic  value  of  money.^ 
This  suggestion  attempts  to  answer  the  question;  How^ 
maintain  a  uniform  purchasing  power  over  goods? 
Smith  lends  Jones  $500,  the  loan  in  reaUty  amounts  to  the' 
command  over  a  certain  quantity  of  goods  which  that  sum 
of  money  would  buy  at  the  time  of  the  loan.    The  tabular 
(multiple]  standard  provides  that  Jones  ^lall  return  to 
Smith  the  same  purchasing  power  borrowed,  be  that  $500 
more  or  less.     Hut  how  arc  debtors  and  creditors  to  de- 
termine the  equivalence  of  the  purchasing  power  borrowed 
and  returned?    This  suggests  the  necessity  of  a  govt 
ment  commission  which  shall  make  frequent  «-<i;'":in 
price  changes,  and  with  such  estimate*  in  h 
easy  to  calculate  the  amou-       ' 
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prices  are  high,  he  pays  back  $1,030.  This  is  noi  the  most 
just,  but  the  most  practical  standard,  and  is  universally 
accepted. 

The  compensated  doUar  has,  witliin  the  last  few  years, 
been  the  subject  of  numerous  articles  in  different  lan- 
guages. The  thoughtful  consideration  of  the  subject  and 
its  wide  acceptance  by  statesmen,  business  men.  and 
economists  are  due  to  the  very  able  and  attractive  manner 
in  which  it  has  been  presented  by  Professor  Ir^ong  Fisher. 

This  plan  does  not  claim  to  be  ideal.  This  fact  alone 
entitles  it  to  discussion.  He  who  comes  forth  with  an 
"ideal  standard"  is  unworthy  of  being  beard,  for  in  the 
ver>'  nature  of  things  such  a  standard  is  impossible.  Under 
this  plan  the  gold  standard  would  be  constantly  main- 
tained in  conformity  with  a  multiple  or  tabular  standard. 
A  tabular  standard,  as  pointed  out  u  moment  ago,  is  far 
from  idcaJ.  If  prices  go  up  wc  cannot  say  whether  the 
worth  of  goods  has  gone  up,  or  the  purchasing  pxiwer  of 
money  down,  or  whether  both  of  these  phenomena  are 
causal.  Those  who  defend  the  idea  of  the  compensated 
dollar  do  not  allow  themselves  to  be  drawn  into  a  harangue 
over  the  tabular  standard,  accepting  this  standard  for  bet- 
ter or  for  worse;  they  say,  simply,  the  plan  is  to  vary  the 
weight  of  the  gold  dollar  or  other  unit  from  time  to  time 
in  such  a  way  as  to  maintain  always  substantially  the 
same  purchasing  power. 

There  would  be  no  recoinage  of  gold  mone>'  from  time 
to  time.  It  is  suggested  thai  all  circulating  gold  be  called 
in  and  paper  certificates  issued  therefor,  and  tbat  a  vary- 
ing quantum  of  gold  bullion  be  held  in  reserve  for  the 
redemption  of  these  cerliticaies.  ti  is  thought  that  such 
a  change  could  be  easily  made  because  we  nixiv  use  \m\ 
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for  the  most  part,  rather  than  gold  coin.  Regardless  of 
its  changing  worth,  we  now  hold  23.33  grains  of  goM  per 
dollar,  back  of  a  certificate;  the  new  plan  would  not  define 
bow  many  grains  of  gold  must  back  the  dollar;  it  would 
require  that  a  varying  amount  of  bullion  back  the  certifi- 
cate, this  amount  to  be  so  varied  as  to  keep  the  purchas- 
ing power  of  u  dollar  the  same  through  time.  The  dollar 
DOW  has  an  unvarying  bullion  content  and  a  varying  pur- 
chasing power;  it  would  then  have  an  unvarying  purchas- 
ing power  and  a  varying  bullion  content.  If  during  the 
year  the  exchange  jxjwcr  of  a  unit  of  gold  dimini-sh  one- 
half,  a  gold  certificate  could  be  redeemed  for  twice  the 
amount  of  gold  at  the  end  as  at  the  l>eginning  of  the  year. 
All  the  plins  given  for  improving  the  standard  have 
their  defenders,  but  the  gold  standard  is  here  to  stay,  so 
far  as  we  can  now  see,  indefinitely- 

17.  Exercises. — i.  In  a  poor  community  there  is  Uttle 
moDcy.  Is  the  community  poor  because  there  is  Uttle 
money  in  it,  or  is  there  little  money  because  the  community 
is  poor? 

3.  A  good  market  to  sell  in  is  a  poor  market  to  buy  in, 
and  a  goud  market  to  buy  in  Ls  a  pour  market  to  sell  in. 
How  is  this  fact  related  to  the  movement  of  money  from 
one  nation  to  another?  \Miat  limits  the  extent  of  the 
movement  of  money  from  one  place  to  another? 

J.  What  is  Gresham's  law?    When  will  it  not  work? 

4.  Define  bimetallism.  Explain  the  compensatory  prin- 
ciple. Would  you  vote  for  national  bimetallism?  For  in- 
ternational bimetallism? 

5.  Assume  that  in  1896  the  market  ratio  of  gold  to  silver 
was  exactly  3*  :  i,  and  that  the  Unite*!  Slates  had  adopted 
bimciallism  at  a  ratio  of  16  :  i.  Would  both  gold  and  sil- 
ver ».>jiii.^  have  come  into  and  remained  in  circulation?     If 

what  money  would  debts  have  been  paid?     Which 
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money  would  have  become  the  standard?    What  would 
have  become  of  the  other  ? 

6.  Summarize  the  arguments  for  and  against  inter- 
national bimetallism. 

7.  Define  these  terms;  mint  ratio,  market  ratio,  gold 
points,  "bad  money,"  "good  money,"  inconvertible  paper 
money. 

8.  "Should  all  prices  rise  unifonnly  or  deciioe  uniformly, 
no  one  would  be  either  benefited  or  injured."  Is  this 
true? 

9.  Because  prices  do  not  increase  uniTormty  some  classes 
are  benefited  am!  others  axe  injured.  Is  this  true?  If  so, 
what  classes  are  injured?    And  "ivhat  classes  are  benefited? 

10.  Tell  what  occurred  at  each  of  the  following  dates  in 
the  monetary  histor>'  of  the  United  States:  1792,  1&06, 
1834,  1853,  1857,  1873,  1877,  1890. 

ji.  Make  an  argument  either  for  or  against  the  idea  of 
the  compensated  dollar.  Would  it  work  with  respect  to 
foreign  exchange?    Why  or  why  not? 


CHAPTER   XITI 
CREDIT  AND  BANKING 


I.  Cr^  m  a  Bubatltute  for  money,  i.  All  classes  use  crc<Ut.  3.  Credit 
defined.  4.  The  basis  of  credit .  5.  Credit  fanlitatca  production.  6.  The 
Aafer  of  credit.  ?■  The  RCDcral  uu)  limited  ucnptability  of  cralit  ia- 
■tnuDBiU.  8.  Bank  cretlits.  g.  Bunks  u  Ktesvuiis  of  capiuJ,  10.  De- 
posits. It.  Deposits  tovet  fix  pUTchuitiB  power  of  tnooir/.  13.  Timo 
dipoctts.  13.  Liftbilities  and  asmU.  14.  The  operations  of  s  bank.  ij. 
Tbe  vmiuc  of  a  buik's  liubililics.  16.  CapiUtl  items.  17.  Reserves.  t8, 
Other  iLssets.  tg.  Ttic  leaidinK  anfcKuartl  uf  »  i»iiik.  30.  The  i^em^  of 
deutng'bouvs.  11.  PaymenU  by  chcclu  between  different  conunuiutics. 
.»».  Bsnk-Dotet.    3^  lixenJaes. 

T,  Cre^t  AS  a  Substitute  for  Mone;.— In  our  reasoning 
upon  the  law  of  substitution,  it  was  made  clear  tbat  when 
commoilities  will  readily  substitute  (or  each  other,  the 
prices  of  these  commodities  will  tend  to  be  unifonn.  If 
two  kinds  of  building  material  will  supply  the  same  demand 
or  readily  substitute  for  each  other,  their  prices  will  vary 
but  little.  If  a  large  increase  in  supply  tends  to  diminish 
the  price  of  pork  at  the  same  time  that  a  shortage  in  pro- 
duction is  tending  to  increase  the  price  of  beef,  an  in- 
creased demand  for  the  former  will  arrest  its  decline,  while 
a  decreased  demand  for  the  latter  will  arrest  its  advance. 
The  two  are  competing  to  fill  the  same  demand  and  this 
competition  tends  to  level  thdr  prices. 

Credit  substitutes  directly  for  money;  in  performing  the 
same  fimction  both  supply  the  same  demand,  and  an  in- 
crease of  credit  affects  the  purchasing  power  of  a  dollar  no 
less  than  an  increase  in  the  supply  of  money  itself.  So 
close  is  the  relationship  between  money  and  credit  that  in 
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many  instancca  they  come  to  perform  precisely  the  same 
functions;  here  their  identities  fuse  ami  the  two  become 
one.  Bank-notes;  arc  they  credit  instruments?  Yes.  they 
bear  the  promise  to  pay  to  the  bearer  on  demand.  Are 
they  money?  That  which  does  the  money-work  is  the 
money-thing,  and  this  work  they  do  in  ftill. 

Credit  liberates  weaJth  when  It  substitutes  for  primary 
money.  An  isolated  community  worth  $100,000  can  enjoy 
but  $80,000  worth  of  necessities  and  conveniences  should 
it  be  compelled  to  set  aside  $3o,ooo  in  gold  coin  to  facili- 
tate its  exchanges.  Could  it  substitute  credit  for  gold 
coin,  and  convert  its  gold  into  necessities,  its  well-being 
would  be  increased  to  the  extent  of  $30,000. 

2.  All  Classes  Use  Credit. — Formerly  the  debtor  class 
consisted  almost  entirely  of  the  poor,  who  were  forced  in 
times  of  stress  to  borrow  from  their  more  favored  brethren. 
To-day  the  debtor  class  consists,  for  the  most  part,  of  the 
wealthy  who  borrow  for  investments.  But  the  distinc- 
tion must  not  be  drawn  too  sharply,  for  all  classes  use 
credit. 

Improvident  working  men  spend  their  wages  before  they 
are  earned.  Always  dependent  upon  credit  stores,  they 
pay  extortionate  prices  to  be  carried  on  the  books.  The 
rule  of  these  stores  is  low  prices  for  cash  and  high  prices 
for  credit,  the  credit  prices  being  made  high  enough  to 
counterbalance  bad  debts.  Those  honest  enough  to  pay, 
pay  enough  to  square  the  account  of  the  dishonest  custo- 
mer, Improvidence,  as  a  cause  of  credit,  makes  the  com- 
mercial system  uncertain. 

A  very  poor  community  must  have  the  necessities  of 
life;  the  pressure  for  goods  cause?  ■"■  — --ney  in  the  drawer 
to  be  regarded  M^MJIUMBM^     ■  So  their  cash 
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reserves  are  reduced  to  a  mitiimum;  they  resort  to  credit 
and  trust  to  luck  that  they  will  get  more  money  somehow 
when  it  Is  needed. 

Provident  persons  stirting  into  business  or  desiring  to 
enlarge  operations  will  have  little  money  in  reserve.  The 
need  of  funds  to  construct  large  productive  establishments 
may  require  more  money  than  is  in  circulation.  This 
necessity,  whether  for  purposes  of  consumption  or  of  pro- 
duction, will  lead  to  the  establishment  of  a  credit  system 
which  shall  sen-e  the  place  of  money. 

3.  Credit  Defined.—What  has  been  said  indicates  that 
credit  is  a  readily  acceptable  thing,  which  performs  the  es- 
sential function  of  money,  but  il  has  a.  broader  application. 
If  we  speak  of  the  public  credit  of  Mexico,  we  have  in  mind 
the  ability  and  readiness  of  that  government  to  fulfd  its 
pecuniary  obligations.  Credit  is  trust  given  or  received; 
expectation  of  future  payment  far  property  transferred  or 
promises  given;  it  applies  to  individuals,  corporations,  and 
nations. 

Credit  h  used  at  times  to  signify  a  person's  ability  to 
contract  a  debt.  "A  gooil  pay  is  master  of  another  man's 
purse."  "A  good  way  to  make  debts  is  to  pay  them." 
William  Roscher,  a  German  economist,  said:  "Credit  is 
the  power  of  disposition  over  the  goods  of  another,  volun- 
tarily granted  in  consideration  of  the  mere  promise  of  the 
counter- value." 

A  more  accurate  statement  ts  that  credit  refers  to  the 
obligation  which  exists  between  a  debtor  and  a  creditor 
during  the  interval  of  time  between  the  two  parts  of  a 
complete  act  of  exchange.  The  economist,  for  the  most 
part,  thinks  of  credit  simply  as  a  substitute  for  money. 

This  credit  obligation  may  or  may  not  be  legally  enforci- 
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ble.    IE  Smith  makes  a  note  to  Jones  for  $i,ooo  for  value! 
received,  it  could  be  enforced  at  law;  but  if  Smith  and 
Jones  gamble,  the  obligation  or  credit  given  is  non-enforci- 
ble. 

Credit  is  to  be  distinguished  from  a  credit  instrument, 
the  latter  being  a  promise  to  pay  money  which  is  written 
or  printed  or  in  tangible  form. 

Credit  is  not  a  commodity;  it  creates  only  indircctJy;  it 
is  merely  an  agency  of  transfer. 

4.  The  basis  of  credit  is  confidence.  There  must  be 
confidence  in  the  honor  and  probity  of  the  debtor,  but  his 
personal  honor  is  not  enough;  there  must  also  be  confidence 
in  his  ability  to  pay.  Confidence  as  a  basis  of  credit  refers 
both  to  the  disposition  and  the  ability  to  pay. 

If  an  irrcspon^ble  tramp  tender  his  note  the  maker  of 
the  note  has  ndthur  the  will  nor  the  itbiUty  to  pay,  and  his 
note,  properly  speaking,  is  not  a  credit  instrument.  Credit 
must  have  reference  to  the  ability  of  the  persons  contract- 
ing debts.  This  fact  is  recognized  by  the  law,  for  the  con- 
tracts of  idiots  and,  in  many  cases  of  minors,  arc  non- 
cnforcible.  The  merchant  who  would  sell  "on  time"  to 
the  irresponsible  tramp  would  be  incapable  of  giWng 
credit;  or  if  mentally  sound  he  would  be  merely  "taking 
a  chance." 

There  are  cases  where  credit  is  given  without  reference 
to  the  honor  of  the  debtor.  In  real-estate  transactions, 
for  instance,  the  record  in  the  county  clerk's  office  is  the 
only  worth-while  witness.  If  Smith  executes  a  land  con- 
tract to  sell  to  Jones  mortgaged  property,  Jones  must 
receive  it  according  to  contract  and  at  the  agreed  price, 
even  if  Smith  declared  It  to  be  free  from  qy||y||Bi  Here 
credit  is  involved  and  Jones  must  Dax,.4^^^^HfaiM-  his 
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will,  and  must  receive  the  real  estate,  even  though  Smith 
falsified. 

5.  Credit  Facilitates  Production.— It  is  common  knowl- 
edge that  people  who  borrow  money  on  credit  really  bor- 
row the  use  of  the  wealth  which  that  money  will  buy.  No 
CDC  pays  interest  on  borrowed  money  for  the  saJce  of  keep- 
ing it;  on  the  contrary,  it  is  at  once  exchanged  for  ripe 
goods  or  for  productive  wealth. 

There  are  active  capitalists  who  productively  employ 
such  means  as  they  may  have  or  may  borrow;  there  are 
also  passive  capitalists — women,  children,  retired  business 
men — who,  having  no  productive  use  for  their  means,  loan 
at  interest  to  active  capitalists.  Credit  facilitates  the 
transmission  of  capital,  the  control  over  agencies  of  pro- 
duction, from  passive  to  active  capitalists.  Thus  credit 
serves  to  place  the  productive  agencies  of  the  community 
at  the  proper  place  and  in  the  most  enterprising  hands. 
By  the  transfer  of  produtlive  pnwrr  to  the  vigorous  and 
energetic  class  of  peopU-,  public  wt-Uarv  is  promoted.  This 
malces  active  agencies  more  active  and  gives  motion  to 
idle  agendes.  It  concentrates  industries  and  makes  pos- 
sible the  advantages  of  large-scale  production. 

Credit,  then,  is  a  means  to  the  end  of  larger  production 
and  is,  therefore,  itself  productive.  AU  the  numerous 
agencies,  facilitating  and  other,  which  co-opcratc  in  their 
organized  capacity  to  create  utilities,  arc  productive.  No 
one  agent  alone  is  productive.  Land,  or  labor,  or  machin- 
ery, or  credit,  or  any  other  one  agent,  considered  separate 
and  apart  from  others,  is  non-productive.  A  productive 
^  Agent  is  a  composite  umt,  and  ever)'  essential  element  nec- 
H  oury  to  compose  it  U  productive.  Credit  is  such  an  ^le- 
^B    ment  and  it  is  idle  to  deny,  as  many  do,  its  productiWty. 
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6.  The  Danger  of  Credit.— Credit  ties  firm  to  finn  and 
business  to  business  througbout  tbe  industrial  U(e  of  the 
people.  No  misfortune  can  attend  one  branch  of  industry 
which  is  not  of  vital  concern  to  every  other.  For  instance: 
A  large  corporation  is  forced  into  bankruptcy;  its  out- 
standing obligations  are  large  and  numerous;  its  creditors 
have  reckoned  these  obligations  among  their  assets  and 
have  contracted  with  other  concerns  upon  the  strength  of 
these  assets;  but,  this  basis  of  credit  failing,  they  in  turn 
cannot  pay  their  debts  and  so  the  effects  of  the  one  big 
failure  are  passed  on.  The  failure  of  one  firm  gives  effect 
to  a  succession  of  failures  throughout  industry.  Its  effect 
has  been  compared  to  that  produced  when  a  stone  ts  cast 
into  a  pond;  one  circular  wave  leads  to  another  until  the 
farthest  edges  of  the  jximl  are  readied. 

Credit  is  most  sensitive;  being  based  upon  confidence,  it 
is  as  changeable  as  human  thought.  It  unites  with  money 
to  facilitate  exchanges  and  every  extension  of  it  is  an 
added  possibility  of  disaster,  for  if  any  considerable  por- 
tion of  the  intricate  mechanism  of  trade  should  fail,  con- 
fidence is  shaken.  An  impairment  of  confidence  results  in 
Ihc  withdrawal  of  credit,  and  this  in  turn  causes  stringency 
in  the  money  market.  This  condition,  accompanied  by  a 
nervous  and  unreasonable  rush  on  the  part  of  each  to  save 
himself,  ruins  many  an<l  may  injure  all. 

Production  is  roundabout  and  is  becoming  more  so  with 
the  development  of  civilizalion.  If  the  primitive  man 
wanted  a  drink  of  water,  he  by  down  by  the  brook  and 
drank  direttly  from  it.  Later  on  he  made  use  of  n  crude 
receptacle  which  we  may  call  an  economic  good  with  an 
indirect  use.  The  waicr  was  no  longer  attained  directly, 
but  indirectly   through   the  -■"'•t^'"'   r^*   r'-  receptacle. 
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Should  the  average  city-dwcUer  trace  the  whole  roundabout 
process  step  by  step  of  his  getting  a  drink  of  water,  he 
would  be  amazed  at  the  compltjuty.  The  water  is  ob- 
tained only  at  the  end  of  a  long  succession  of  technical 
steps — mining,  smelting,  shaping,  transporting,  merchan- 
dising, and  other.  This  indirect  or  roundabout  process  is 
the  most  effective  way  of  getting  what  we  desire,  but  it 
requires  time  to  obtain  thus  the  objects  of  desire.  The 
more  roundabout  the  process,  generally  speaking,  the 
longer  is  the  lapse  of  time  between  the  beginning  and  the 
end  of  the  productive  process.  Credit  facilitates  this  com- 
plicated process;  it  enables  probable  future  goods  to  ex- 
change against  those  actually  present;  it  provides  the 
basis  of  a  continuous  working  policy,  thus  giving  temporal 
solidarity  to  busness.  At  the  same  time,  however,  it 
lengthens  the  forecast  which  producers  must  make  of  the 
market,  and  thereby  increases  the  uncertainties  of  time. 
Credit  further  increases  the  uncertainties  of  linie.  because 
through  it  the  number  of  interests  involved  are  increased. 
In  his  Economic  Crises,  a  book  deserving  careful 
study.  E.  D.  Jones  writes:  "l"he  abuses  of  credit  may 
manifest  themselves  in  many  forms.  At  one  place  they 
may  centre  in  the  banking  policy,  at  another  in  joint-stock 
companies;  at  one  time  the  fault  may  lie  in  bankruptcy 
laws,  at  another  in  a.  reckless  issue  of  paper  money.  The 
use  of  credit  Ls  (Mirticularly  dangerous  when  the  tone  of 
business  ts  unusually  optimistic.  It  is  also  dangerous  in 
Uncs  of  trade  in  which  estimates  arc  unusually  speculative 
and  resulLs  are  uncertain.  The  histor)'  of  mining,  inven- 
lion,  and  foreign  trade  is  replete  -with  failures  due  to  easy 
tacdit-  And  the  modem  growth  of  credit  has  for  the  first 
[time  made  speculation  socially  dangerous."    And  further: 
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"The  convulsions  of  modem  business  would  seem  to 
indicate  that  the  credit  structures  which  have  been  raised 
in  the  business  world  arc  too  lofty  for  the  basis  of  integ- 
rity wc  have  at  present  to  offer.  The  remedy  lies  at 
every  man's  door.  Civilization  cannot  merely  migrate 
from  country  to  country  as  it  has  done  in  the  past;  we 
must  learn  how  to  intensify  the  economic  and  social  bonds 
without  self-destruction  and  without  the  increase  of  those 
economic  wastes  of  which  crises  form  a  part." 

7.  The  General  and  Limited  Acceptability  of  Credit  In- 
struments.— A  credit  instrument  has  general  acceptability 
when  all  persons  in  a  country  accept  it  without  question 
in  payment  for  goods  and  services.  Such  an  instrument 
must  be  negotiable;  there  must  be  general  confidence  in 
its  maker;  it  must  be  difficult  to  counterfeit,  easy  to  recog- 
nize, and  in  convenient  denominations.  Notes  of  this 
character  are  issued  by  banks  and  govcnmients;  if  non- 
interest  bearing,  they  ser\'e  as  money,  whether  legal  ten- 
der or  not. 

A  credit  instrument  is  said  to  have  limited  acceptability' 
when  it  will  serve  as  a  means  of  pa\Tnent  only  within  a 
restricted  field.  A  non -negotiable  promissorj'  note  is  most 
Kraited  as  to  acceptability.  If  made  pa>'able  to  order  or 
bearer,  it  b  negotiable  and  its  acceptability  is  broadened. 
Other  instruments  of  limited  accq>tability  are  book  ac- 
counts, bilU  of  exchange,  various  forms  of  bank  credit, 
and  emergency  currency  such  as  "pay  checks." 

All  such  instruments  are  based  on  confidence  in  the  in- 
dividual or  Arm  which  makes  thera.  eimI  since  the  maker 
is  not  generally  known,  confidence  in  bis  promise  to  pay  b 
limited. 

DuriDjF  confidence  was  at  a  minimum 
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and  little  personal  credit  was  accepted,  and  the  need  Eor 
money  to  take  the  place  of  credit  exceeded  the  available 
supply.  People  lost  coii6dcncc  in  one  another,  but  large 
corporations  were  able  to  maintain  the  people's  faith  in 
certain  localities.  The  corporations  issued  "pay  checks" 
as  a  sort  of  emergency  currency.  They  have  been  called 
"community  credit  money,"  but  one  should  not  speak  of 
a  credit  instriiment  of  only  a  community  reputation  as 
money. 

8.  Bank  credits  form  by  far  the  most  important  form  of 
credit  and  have,  therefore,  a  most  significant  influence  on 
prices-  Banks  are  institutions  which  deal  in  credit;  they 
make  their  income  by  selling  their  credit  to  customers. 
This  credit  is  more  convenient  than  primary-  money,  and 
is  so  universally  acceptable  as  to  become  the  common 
medium  of  exchange  in  the  business  world.  A  bank  selb 
its  credit  by  simply  giving  its  promise  to  iMiy.  The  writ- 
ten evidence  of  an  individual's  promise  to  pay  is  a  promis- 
sory note;  the  written  eWdence  of  a  bank's  promise  to  pay 
takes  the  form  of  a  bank-note  or  an  entry  in  what  is  known 
as  a  "pass-book."  But  why  such  confidence  in  a  bank 
that  its  mere  promise  comes  to  scr\'c  as  the  common 
medium  of  exchange  throughout  the  business  world?  This 
confidence  rests  upon  so  many  pillars  of  support  that  a 
mere  enumeration  of  them  becomes  tedious.  They  arc: 
the  bank's  paid-up  capital;  its  surptxis  and  undiWded 
profits;  its  reputation  and  good-wilh,  the  characto'  of  its 
loans  anti  securities  held;  the  liabiUty  of  stockholders;  the 
prestige  of  its  olTicers,  directors,  and  stockholders;  and, 
finally,  the  people's  confidence  is  strongly  supported  by 
faith  in  the  control  and  inspection  by  expert  official  ex- 
aminers. 
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Banks  perform  various  functions  useful  to  tlielr  cust 
crs;  some  of  these  are  peKorroed  by  institutions  other  tbaji 
banks.  They  maintain  deposit  vaults,  change  money,  sell 
securities,  and  serve  as  trustees.  But  the  one  essential 
and  true  banking  function  is  tJiat  of  dealing  in  credit.         I 

9.  Banks  as  Reservoirs  of  Capital.  ~A  bank  may  be 
likened  to  a  reservoir  from  which  capital  (purchasing 
power)  flows  in  the  form  of  credit.  Surplus  funds  flovr 
into  the  bank  and  become  the  basis  of  credit  issues,  which 
flow  out  to  the  places  where  capital  is  needed-  Thus 
banks  become  equalizing  agencies  of  fmance  throughout 
the  community.  Small  driblets  of  idle  capital  arc  col'--! 
lected  by  the  banks  and  consolidated  into  huge  funds  capa- 
ble of  meeting  the  demands  for  large  capital  on  the  part  of 
great  industrial  establishments.  In  this  way  the  batiks 
put  idle  capital  to  work  and  they  arrange  capital  in  such 
volumes  that  it  can  work  most  effectively. 

10.  Deposits. — Individuals  might  retain  their  own  funds, 
might  disappoint  the  burglars  by  hiding  them  in  unsi 
pccted  places,  or  at  enormous  expense  keep  burglar-proof 
vaults,  but  a.  division  of  labor  is  better  wliich  allows  one 
man  to  make  it  his  buidness  to  provide  a  place  of  safe- 
keeping and  so  do  this  work  for  ail.  lliose  who  intrust 
their  funds  to  a  bank  arc  called  depositors  and  the  funds 
so  intrusted  arc  deposits.  The  bank  holds  itself  ready  to 
pay  the  depositor  at  any  moment,  or  "on  demand."  In- 
dividuals would  rather  leave  their  means  "on  deposit" 
than  to  bear  the  risk  and  inconvenience  o(  carrying  them 
about.  Consequently,  even  the  most  wealthy  carry  little 
money  with  them;  they  carry  instead  the  right  to  draw 
money.  Thus  risks  and  inconvenience  are  reduced  to  4 
minim  uni. 
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But  the  money  deposited  b  small  in  comparison  with 
the  dqKffiits  made  tiirouf;h  discounting.  A  simple  illuv 
tration  n*ill  show  how  deposits  are  thus  made.  A  mer- 
chant who  sells  on  time  furnishes  a  fanner  with  tools,  fer- 
tilizer, and  seed,  taking  in  exchange  his  note  for  $500, 
which  will  mature  four  months  hence,  when  he  sells  the 
crop.  The  merchant  cannot  exchange  this  note  to  dis- 
tant commercial  houses  for  goods,  as  such  houses  would 
not  take  the  note  of  a  man,  though  of  high  moral  honor 
and  financial  ability,  who  is  unknown  except  in  his  home 
community.  But  such  houses  make  it  a  practice  to  accept 
the  credit  of  banks.  The  merchant  wishing  lo  use  in  his 
budness  the  $500  called  for  in  the  note  will  wish  to  trade 
this  promissory  note  to  the  bank  for  its  generally  accepted 
credit.  He  indorses  this  note  and  presents  it  to  the  local 
banker,  who  (knol^^ng  both  the  maker  and  indorscr  to  be 
honest  and  able  to  pay,  and  knowing  further  the  power  of 
the  law  to  compel  payment)  is  willing  to  trade  the  credit 
of  hts  bank  for  it.  Inasmuch  as  the  note  vnl\  not  mature 
for  four  months  he  will  not  give  in  exchange  the  credit  of 
the  bank  to  the  full  face  value  of  the  note,  but  accepts  the 
instrument  at  its  present  worth  ($500  less  interest  for  four 
months).  The  merchant  is  now  at  liberty  to  take  his  pay 
for  the  note,  for  instance,  S490,  in  cither  of  two  ways— he 
may  take  the  cash,  or  he  may  leave  it  with  the  bank  as  a 
deposit  and  take  away  a  pass-book  which  evidences  the 
deposit,  and  a  check-book  which  enables  him  to  draw  in 
such  amounts  and  at  such  times  as  he  6nds  convenient. 
The  latter  is  the  usual  method  followed  in  this  countrj', 
therefore  in  discounting  a  customer's  note  the  bank  in- 
creases its  own  deposits.  What  does  this  illustration  show 
a  dq>osit  to  be?    From  the  standpoint  of  the  bank,  a 
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deposit  Ls  the  bank's  promise  to  pay  money  to  a  person  or 
corporation.  From  the  standpoint  of  the  depositor,  a 
deposit  is  the  right  to  draw  upon  the  bank. 

In  this  illustration  the  discounted  note  becomes  the 
property  of  the  bank.  The  merchant,  though  called  a 
borrower,  has  sold  to  the  bank  his  right  to  secure  money  in 
the  future,  just  as  he  sold  agricultural  equipment  to  the 
farmer.  He  indoreed  the  note,  thus  promising  to  make  it 
good  just  as  he  guaranteed  the  plows  and  other  equipment 
sold  to  the  farmer.  What  did  the  bank  give  in  exchange  ? 
This  transaction  Mmply  involved  an  exchange  of  rights; 
the  bank  sold  the  merchant  a  right  to  draw  at  will  for  bis 
right  to  a  future  income. 

No  new  principle  would  be  involved  in  case  the  mer- 
chant has  a  note,  made  by  himself,  discounted  at  the 
bank.  His  note  evidencing  the  right  to  collect  a  certain 
sura  of  money  in  the  future  is  sold  to  the  bank  in  exchange 
for  the  right  to  draw  on  demand. 

II.  Deposits  Lower  the  Purchasing  Power  of  Money.— 
Bu^ess  men  meet  their  obligations  for  the  most  part  by 
drawing  on  their  bank  accounts.  Professional  men  and 
the  wealthier  classes  avail  themselves  most  generally  of 
this  means  of  payment.  On  the  other  hand,  the  poorer 
classes  and.  for  the  most  part,  those  who  live  in  the  country 
districts  use  money.  Again,  bank  credit  is  used  in  case  of 
large  payments  and  money  is  used  by  all  classes  in  30- 
callcd  "petty  transactions."  It  is  both  convenient  and 
customary  to  use  money  and  bank  credit  in  transacting 
the  people's  business.  The  demands  for  each  are  fairly 
established  in  practice,  and  the  amounts  of  each  in  com- 
mon use  hold  a  more  or  less  constant  ratio  to  each  other. 
tin  other  wok*"  *        •*  *  rather  constant  ratio  of  money 
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in  circulation  to  money  in  the  form  of  deposits.  This 
means  simply  that  an  increase  in  the  supply  of  money 
causes  a  proportionate  increase  in  bank  deposits,  Com* 
pared  with  these  deposits  the  bank  credits  (substitutes  for 
money)  issued  upon  them  are  many  times  larger.  Conse- 
quently deposits  have  the  effect  of  lowering  the  purchasing] 
power  of  money  or  of  raising  prices. 

za.  Time  Deposits  are  carried,  by  savings-banks,  as  well 
as  by  separate  departments  of  commercial  banks.  These 
deposits  arc  not  drawn  (as  arc  deposits  in  commercial 
banks)  on  demand.  Upon  making  a  time  deposit  the  cus- 
tomer agrees  not  to  draw  for  some  specified  minimum  time, 
or  until  a  certain  number  of  days  after  he  shall  have  noti- 
fied the  bank  of  his  intention  to  withdraw  funds.  Be- 
cause the  banker  knows  in  advance  when  withdrawals  will 
be  made  he  can  prudently  invest  a  large  portion  of  the 
funds  intnistod  to  his  safe-keeping.  There  is  no  danger  of 
a  "nm"  upon  the  bank  in  times  of  panic.  He  has  to 
maintain  but  a  small  fraction  of  the  deposits  to  meet  the 
demands  of  his  customers  for  cash.  I'hc  Federal  Reserve 
Act  of  191J  requires  that  only  5  per  cent  shall  be  kept  as 
a  reserve  against  time  deposits.  The  depositor  receives 
interest  on  time  deposits  and  regards  them  as  investments 
and  not  as  demand  credit  available  for  current  cash  trans- 
actions. 

Demand  deposits  are  spoken  of  as  checking  accounts; 
they  arc  payable  at  any  time  an<i  the  demand  for  paj-ment 
is  made  by  the  personal  check  of  the  depositor. 

15.  Liabilities  and  Assets. — Thus  far  we  have  seen  that 
bank  discount  amoxmts  to  this:  the  bank  buys  the  right  to 
collect  a  specified  sum  of  money  at  a  certain  future  time, 
and  ^ves  tn  exchange  its  promise  to  pay  on  demand  a  sum 
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ol  money  equal  to  the  present  worth  of  the  money  it  ac- 
quires the  right  to  collect-  A  liability  (debt)  is  tliat  which 
one  is  under  obligation  to  pay.  The  bank  has  a  right  to 
rccdvc,  at  its  maturit>',  the  face  value  uf  a  note  which  it 
discounts;  there  is  a  corresponding  duty  to  pay  on  the 
part  of  the  debtor  or  m;ikcr  of  the  note.  That  which  is  a 
right  of  the  bank  is  a  debt  or  liability  of  the  debtor.  On 
the  other  hand,  the  dcjiositor  has  a  right  to  receive  on 
demand  the  funds  de])osited  at  the  bank;  this  right  on  the 
part  of  the  depositor  is  a  debt  or  liability  on  the  part  of 
the  bank.  The  liabilities  of  a  bank  embrace  its  total  in- 
debtedness to  stockholders,  note-holders,  and  depositors. 
But  in  return  for  ever>'  liability  assumed  the  bank  gets 
something,  and  this  which  the  bank  receives  is  called  its 
assets.  The  bank  gets  as  much  as  it  owes  and  owes  as 
much  as  it  gets;  its  assets  and  liabilities  weigh  the  same — 
they  balance.  A  bank  is  a  corporation,  a  legal  person;  it 
is  unlike  a  natural  person  in  tliis:  it  can  own  no  more  than 
it  owes. 

14.  The  Operations  of  a  Bank. — We  have  said  that  a 
bank  is  a  legal  person,  a  corporation,  and  that  it  can  own 
neither  more  nor  less  than  it  owes.  Thb  may  be  seen 
when  the  liabilities  and  assets  of  a  bank  are  arranged  ^de 
by  side.  A  bank,  as  any  other  corporation,  must  have 
capital  with  which  to  begin  business.  Let  us  assume  that 
five  persons  agree  to  establish  a  bank,  that  they  secure  a 
charter,  and  subscribe  $30,000.  The  bank  will  be  capital- 
ized at  this  sum,  and  the  ownersliip  of  it  will  be  divided 
into  500  [jarts,  called  "shares,"  each  of  which  will  be 
worth  Sioo.  If  each  of  the  five  men  subscribed  $10,000, 
each  would  come  to  own  100  shares  of  stock.  When  this 
money  is  turned  over  to  the  l>ank.  it  owes  or  is  liable  to 
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the  stockholders  for  it.  The  paid-in  capital  is  a  liability 
of  the  bank,  aiid  the  bank  holds  the  $50,000  cash  as  an 
asset  against  its  liability,    llic  statement  stands  thus: 


Amu 


Ctik. 


UiUlitUa 


$50,000  C*i>it)il t5o/>i» 


The  bank  cannot  do  business  without  real  estate,  furni- 
ture, and  fixtures,  which  it  buys  at  a  cost  of,  say.  $5,000. 
This  sum  will  be  deducted  from  cash,  leaving  the  state- 
ment thus: 


Aucta 

Liibilitia 

Real  ntste,  furniture. 

$50,000 

Capital . 

. .  »so/xx> 

fcOyOOO 

Both  the  puqiose  of  the  bank  and  its  obligation  to  the 
stockhoklers  requiir  it  to  earn  profits;  and,  since  it  is  an 
institution  which  deals  in  credit,  it  will  seek  to  convert  its 
idle  cash  into  interest- bearing  securities-  There  will  be 
in  the  community  a  number  of  merchants  and  olhcr  busi- 

iness  men  who  desire  bank  credit.  Their  customers  in 
payment  for  goods  have  made  over  to  these  business  men 
notes  varying  in  amounts  and  dates  of  maturity.  Suppose 
that  the  bank  is  offered  an  aggregate  of  Sso.ooo  worth  of 
these  promissory  notes  (securities).  The  bank  will  dis- 
count these  in  the  manner  above  described.  Should  the 
mvenige  time  for  their  maturity  be  go  days,  the  bank  will 

idcd;K£   the  discount  of,  say.  S.^oo  and  give  deposits  of 
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$19,700  for  the  notes.  The  value  of  the  notes  at  matunij 
would  be  $20,000,  but  the  depositors  are  willing  to  forego 
$300  for  the  present  right  to  draw  $19,700,  The  $300  dis- 
count becomes  a  liability,  under  the  item  "undivided 
profits,"  to  the  stockholders.  The  $20,000  worth  of  securi- 
ties are  the  property  of  the  bank  and  arc  entered  among 
the  assets  under  the  item  of  "loans."  la  tliis  transaction 
there  appear  some  new  items  changing  the  statement  to , 
read  thus: 


lm*» 


CitpIUl (50,000 

Undividod  profits joo 

DcpodU [9.700 

$70,000 


Cash %ASfxx3 

ijoua  (Mcurities} icpoo 

Rnl  otalc,  (unUture. . .     s/)00 


$7o,we 


xs.  The  value  of  a  bank's  liabilities  must  rest  upon  the 
value  of  its  assets.    The  major  part  of  the  assets  consists 
of  the  liabilities  which  the  bank  holds  against  i\s  customers,  fl 
These  liabilities  are  backed  in  part  by  the  houses,  land, 
and  other  wealth  of  these  customers^  and  they  may  also 
be  backed  in  part  by  the  liabilities  which  these  customers 
hold  against  other  persons.    But  these  in  turn  are  backed 
by  tangible  wealth.     So  we  may  say  the  ultimate  basis 
of  a  bank's  assets  is  the  real  wealth  of  the  community.^ 
The  bonk  is  iMteiy  an  agency  for  ghing  the  quality  o^^| 
iujuid  currency  to  unsclabk  forms  0/  weailh.     One  may  be  ^ 
wealthy  yet  have  no  purchasing  power,  such  Ls  the  condi- 
tion of  an  owner  of  unsabibic  land.    He  turns  to  the  bank. 
for  aid,  offers  it  a  note  backed  by  his  land,  and  thli  isj 
verted  into  the  form  of  rcadiK-  accept&ble  bankn 


Credit  and  Banking 


205 


i6.  Capital  Items. — A  bank  as  a  corporatioo  or  legal 
person  is  distinct  from  the  shareholders  who  own  it,  and 
intrust  their  funds  to  it.  To  the  shareholders  it  owes  the 
original  capita)  received  from  them,  as  well  as  all  the  earn- 
ings of  the  capital.  It  b  understood,  however,  that  any 
claims  held  against  the  bank  by  shareholders  cannot  be 
enforced  until  after  all  other  creditors  are  paid  in  full. 
The  "capital"  item  represents  the  bank's  liability  to  its 
stockholders;  therefore  the  coital  is  what  is  left  after  all 
other  liabilities  arc  subtracted  from  the  total  assets  of  the 
bank.  It  is  evident  that  the  value  represented  by  the 
"capital"  item  is  constantly  changing.  Bookkeepers,  how- 
ever, keep  the  "capital"  item  unchanged;  they  charao 
terize  any  increase  not  as  "capital,"  but  as  "surplus"  or 
"undivided  profits."  Why?  Because  bookkeeping  is  sim- 
plified by  keeping  the  capital  at  the  same  figure;  because 
the  histor)'  of  a  bank's  net  capital  accumulations  is  shown 
at  a  glance  when  the  original  capital  is  kept  separate  from 
the  later  accumulations;  because,  finally,  the  certificates 
which  represent  the  stock  have  an  engraved  face  value 
which  cannot  be  changed  conveniently  to  keep  pace  with 
the  Suctuating  money  worth  of  the  stock. 

The  items  of  "surplus"  and  "undivided  profits'*  are 
simply  bookkeeping  devices  for  recording  the  variations  ot 
capital.  As  the  "capital"  is  maintained  at  the  same  fig- 
ure, so  bookkeepers  also  hold  the  item  of  "surplus"  at  the 
same  figure  for  conaderable  periods  of  time.  The  main 
an  for  this  is  ^mplicity.  How  can  this  be  done,  it  will 
asked,  since  the  additions  to  the  original  capital  must 
i\c  with  the  normal  operations  of  the  bank 's  business  ? 
3le  by  the  creation  of  a  third  item,  also 
["undivided profits."   Thisitemcon- 
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Msts  of  a  var>'ing  amount  id  addition  to  surplus.  "Capi- 
tal" (the  original  sum  put  io),  "surplus"  (an  accumulation 
of  camin^is  maintained  in  round  numbers  for  considerable 
periods  of  time)  and  "undivided  profits"  (an  irregular  and 
var>'ing  sura  in  addition  to  surplus),  are  but  three  parts  of 
one  and  the  same  Uabib'ty  of  the  bank  to  ils  stodiboklers. 
17.  Reserres. — He  is  a  poor  banker  who  holds  large  sur- 
pluses of  idle  cash.  Funds  must  be  loaned  at  interest, 
and  deposits  created  through  the  discount  of  notes  far  in 
excess  of  the  cash  which  a  bank  keeps  on  hand.  If  it  fails 
In  this,  a  bank  neither  serves  its  function  nor  makes  a 
reasonable  profit.  What  would  happen  if  all  these  deposits 
were  immediately  called  for  in  cash?  If  the  governor  did 
not  declare  a  legal  holiday  (as  governors  have  done  when 
banks  were  threatened  with  a  "run"),  the  bank  would 
become  insolvent.  Then,  is  it  not  dangerous  for  a  bank 
to  contract  obligations  beyond  its  cash  reser\'es?  This  is 
to  be  answered  in  the  negative.  Would  the  notes  which 
the  bank  has  discounted  maintain  its  solvency?  Legal 
insoivency  exi&is  when  a  bank's  cash  assets  arc  insuffident 
to  meet  its  liabilities  as  they  fall  due.  The  demands  upon 
a  bank  are  for  cash  and  cannot  be  met  by  an  offer  of  even 
the  best  securities.  The  moment  a  bank  is  unable  to 
meet  the  demands  of  the  depositors  in  cash,  that  moment 
it  has  failed;  and  the  moment  a  depositor  has  to  accept 
securities  in  satisfaction  of  his  claim,  that  moment  begins 
a  division  of  the  pn^icrty  of  the  bank  among  its  creditors. 
The  real  banking  reserve  consists  of  those  a.'wets  of  the 
bank  which  are  cash  (ready  purchasing  power)  or  immedi- 
ately convertible  into  cash.  Such  assets  are  specie,  cash 
items  (demands  on  others  immediately  collectible  in  cash), 
and  legal-tender  notes. 
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To  return  to  the  above  question,  hankers  are  In  no  dan- 
ger who  increase  the  deposits  subject  to  call  far  beyond 
the  amount  of  the  reserves.  Skilful  bankers  so  order  their 
discounting  of  notes  as  to  have  a  more  or  less  regular  inflow 
of  money  with  the  maturity  of  these  notes.  Suppose  that 
a  banker  discounts  300  notes  a  month,  or  an  average  of  10 
each  day.  Should  all  these  mature  on  one  day,  the  l>ankcr 
would  be  emburra:s.scd  with  suqjlus  and  idle  cash  for  a 
day  or  two;  he  would  have  to  carry  a  large  reserve  to  tide 
him  over  until  hk  next  income  period,  thirty  days  hence. 
But  should  the  du^counting  of  securities  be  so  ordered 
that  there  will  be  an  approximately  equal  number  of  ma- 
turities each  day,  fewer  idle  reserves  will  have  to  be  held, 
because  the  inflow  of  funds  to  the  bank  would  approxi- 
mately equal  that  of  the  outflow  from  the  bank.  The  de- 
mands on  reserves  run  more  or  less  steadily  from  day  to 
day  and  observing  banks  soon  learn  what  ratio  of  reserves 
to  deposits  to  maintain. 

The  proiwrtJon  of  tcscpi-cs  to  demand  liabilities  is  weak- 
ened in  two  ways— by  an  increase  of  liabilities,  or  by  a 
dccrca-se  of  cash.  In  a  conscr\'ativc  bank  there  Is  a  care- 
ful watch  kept  over  the  demand  liabiUlivs  and  the  ca.sh, 
$0  that  they  are  maintained  at  a  ratio  well  above  the  dan- 
ger-Unc.  In  an  unsafe  l>ank,  too  much  stress  is  laid  upon 
the  point  that  "idle  cash  is  a  loss,"  the  possibility  of  finan- 
cial storms  is  disregarded,  all  possible  sail  is  spread,  the 
reserves  arc  imprudently  reduced  below  the  danger-line. 
In  behalf  of  depositors,  laws  have  been  made  to  define 
minim  uip  reserves  requirements. 

Under  Ihr  national  banking  laws  of  the  United  States 
this  minimum  was  fixed  at  35  per  cent  for  cily  banks  and 

per  cent  for  country  banks.    It  U  left  to  the  banker  to 
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tictcrininc  how  much,  if  any,  may  be  required  m  addition^ 
to  this  minimum.     The  size  of  the  necessary  reserve  var 
from  place  to  place;  generally  speaking,  it  is  larger  in 
dty  than  in  the  countrj-  districts. 

Payment  by  checks  do  not  necessarily  make  demands  on 
the  reserves  of  banks.  Smith,  Jones,  and  the  other  bua^H 
ness  men  of  the  community  are  customers  of  the  sam^^ 
bank,  and  when  they  make  their  payments  to  one  another 
through  checks  upon  the  bank,  these  credits  are  turned 
back  to  the  bank  for  deposit.  Smith  hands  to  Jones  his 
check  for  $ioo  in  payment  of  a  debt;  Jones  takes  this  to 
the  bank  for  deposit,  and  the  bookkeeper  deducts  Sioo_ 
from  Smith's  account,  adding  the  same  to  the  account 
Jones.  No  cash  Ls  required,  there  Ls  merely  bookkec[)ing* 
If  Smith  decides  to  pay  Jones  $ioo  ca-sh,  he  will  withdraw 
this  amount  from  the  )>ank,  but  as  soon  as  it  is  received  by 
Jones  he  will  return  it  to  the  bank.  These  examples  are 
typical  of  the  ordinary  transactions  carried  on  through 
banks;  they  are  of  such  a  nature  that  banks  are  enabled  tq_ 
keep  reserves  that  are  small  in  comparison  with  their 
bihties. 

i8.  Other  Assets. — Banks  are  coming  more  and  more 
loan  on  collateral;  that  is,  borrowers  pledge  some  fonn  of 
salable  property  to  the  bank,  which  may  be  rc;idily  con- 
verted into  cash  by  the  bank  in  case  the  loan  is  not  promptly 
paid.  Stocks  and  bonds  are  the  most  desirable  form  of 
collateral,  because  if  the  bank  is  embarras-sed  for  funds, 
these  securities  may  be  sold  quickly  on  the  stock  exchanges. 
Banks,  especially  those  in  the  vicinity  of  stock  exchanges, 
carr>-  a  considerable  proportion  of  their  assets  in  llie  ionil 
of  stock -exchange  colIateroL  Ltmns  made  on  this 
usually  payable  at  "call"-"     t  h,  aa.i 
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at  which  ihcy  mature,  but  tbcy  are  payable  at  any  time 
the  bank  demands  payment. 

Other  quick  assets,  of  growing  importance  in  American 
banking,  arc  such  securities  as  government,  state,  aod 
municipal  bonds.  English  banking-houses  will  go  so  far 
as  to  treat  consols  as  if  they  were  cash. 

"Outside  paper"  is  a  technical  name  given  by  a  bank  to 
the  proraissof}'  notes  of  business  firms  which  arc  not  among 
its  own  customers  and  depositors.  When  a  bank  has  sur- 
plus funds  over  and  above  the  requirements  of  its  clientele 
it  may  hnd  an  outlet  for  them  in  the  purchase  of  out^e 
paper.  A  group  of  middlemen  called  note-brokers  make 
it  a  business  to  search  out  and  set)  to  banks  desiring  such 
paper.  This  practice  is  commemlable  on  condition  that 
the  bank  knows  the  financial  standing  of  the  firms  backing 
this  paper,  because  it  has  the  efTect  oE  distributing  the 
risks  of  the  bank  over  a  broader  buaness  drcle.  It  is  not 
well  for  tne  bank  to  restrict  its  loans  to  a  few  customers  or 
firms,  for,  these  failing,  the  bank  falls.  It  is  better  not  to 
carry  all  the  eggs  in  one  basket 

19.  The  Leading  Safeguard  of  a  Bank.— J?m/  insokency 
means  thst  an  institution  owes  more  than  it  is  worth. 
Legal  inscivency  is  reached  when  an  institution  is  not  able 
to  pay  on  demand,  although  its  assets  arc  equal  to  its  lia- 
bilities. When  a  bank  receives  a  commercial  deposit  it 
■Srees  to  pay  on  demand;  when  it  fails  in  this,  the  bank 
has  failed  despite  the  sufficiency  of  its  assets  in  forms  other 
thnjn  cash.  While  a  bank's  failure  does  not  necessarily 
unpty  tiiat  it  is  really  insolvent,  yet  it  must  make  safe  its 
lepositors.  The  leading  safeguard  of  a  bank  against  real 
Ue^  in  the  strength  of  its  capital,  surplus,  and 
profits.    These  represent  the  stockholders'  in- 
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terests  and  the  claims  of  all  other  creditors  of  a  bank 
prior  to  those  of  the  stockholders.    The  greater  the  ratio 
of  their  uiterests  to  those  of  the  other  creditors,  the  less  U 
the  danger  of  real  insolvency. 

£ut  the  standing  danger  which  threatens  the  safety  of| 
a  bank  is  the  right  of  dqK>sitors  and  the  holders  of  lis 
notes  to  demand  funds  at  any  instant.    Bankers  may  in- 
crease reserves  relative  to  liabilities  by  (i)  care  in  the  selec- 
tion of  securities  to  be  discounted;  (z)  so  rating  the  rate  of] 
discount  as  to  discourage  borrowers;  (3)  refusing  to  renew 
loans  or  to  make  new  loans;  and  (4)  collecting  loans  sub*, 
ject  to  call. 

30.  The  Agency  of  Clearing-HouseB. — Should  Smith  pat- 
ronize the   First  National  while  Jones  deposits  with  the 
Second  National  Bank  of  the  same  dty,  they  could  still 
pay  each  other  by  means  of  checks  as  e0ectively  as  though 
both  deposited  in  the  same  bank.    If  both  carried  deposits 
in  the  same  bank,  a  check  paid  by  one  to  the  other  woukl 
mean  that  the  bookkeeper  would  simply  deduct  the  amount 
of  the  check  from  the  deposit  of  the  payer  and  add  thci 
same  to  the  de[Josit  of  the  payee.    In  the  case  now  assumed  J 
the  transfer  of  the  check  would  be  effccLed  through  lh<i 
agency  of  a  clearing-house.    Smith,  for  example,  h amis 
Jones  a  check  or  order  on  the  First  National,  to  pay  Jones 
$100;  Jones  indorses  the  same,  making  it  payable  to  his 
bank  (the  Second  National),  which  in  payment  adds  $100 
to  his  deposit    He  surrenders  his  title  to  the  check;  it  be-fll 
comes  the  property  of  his  bank,  which  gives  Jones  in  cx-^ 
change  a  right  to  draw  $100.    Now  the  First  National  ^ 
Bank  owes  the  Second  National  Sioo.    Throughout  the^f 
day  each  of  these  banks  has  colk-cted  from  the  numerous  " 
buancss  men  of  the  diy  a  large  number  of  checks  against 
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the  other.  Were  there  a  large  number  of  banks  Jn  the 
dty.  they  would  accumulate  numerous  checks  against  one 
another.  These  checks  or  credits  arc  sent  to  tlie  clearing- 
house, which  settles  the  accounts  between  banks  just  as  a 
bank  settles  accounts  between  customers.  Suppose  that 
the  First  and  Second  N'ational  Banks  hold  equal  amounts 
against  each  other.  The  obligations  wouM  cancel  out. 
But  if  the  orders  were  in  (avor  of  the  First  National  to  the 
extent  of  $i,ooo,  it  would  be  aedited  with  the  surplus  and 
the  l>ank  or  banks  owing  this  would  be  debited  with  the 
deficiency.  The  aggregate  of  these  differences  over  a  con- 
siderable period  of  time  will  be  small.  By  paying  these 
small  diflerences  to  the  clearing-house,  there  will  be  but 
little  cash  used  in  transactions  which  would  otherwise  ag- 
gregate large  sums. 

31.  Payments  by  Checks  between  Different  Communi- 
ties.— Should  Smith  live  in  Hobokcn  and  Jones  in  St. 
Joseph,  Louisiana,  they  could  still  pay  each  other  by 
means  of  bank  credit.  Smith  may  draw  a  check  on  his 
bank  in  Hoboken  and  send  it  to  Jones,  The  Hoboken 
bank  now  owes  Jones  $100.  Jones  indorses  the  check. 
Lakes  it  to  his  bank  in  St.  Joseph  in  e:[change  for  a  corre- 
sponding sum  to  the  credit  of  his  deposit  account.  Now 
the  bank  in  Hoboken  owes  the  bank  in  St.  Joseph  $100. 
The  St.  Joseph  bank  indorses  it  and  semis  it  for  ctjUcction 
to  a  New  Orleans  bank  with  which  it  maintains  a  deposit. 
The  New  Orleans  bank  now  owns  the  check  against  the 
Hoboken  bank,  and  it  has  paid  for  it  by  simply  adding  a 
corresponding  sum  to  the  credit  of  the  deposit  account 
which  the  St.  Joseph  bank  carries  ftnth  it.  The  New  Or- 
leans bank  carries  a  deposit  with  a  New  York  bank,  so  it 
indorses  the  check  to  the  New  York  bank.     The  New 


302 


Introduction  to  Economics 


York  bank  buys  the  check  by  adding  a  corresponding  sum 
to  the  deposit  account  of  the  New  Orleans  bank.  The 
New  York  bank  now  owns  the  check,  and  sends  it  to  the 
clearing-house  in  New  York  for  collection  from  some  other 
New  York  bank,  with  which  the  Hoboken  bank  has  a 
deposit  account.  In  the  clearing-house  Sioo,  the  anjount 
called  for  in  the  check,  is  added  to  the  account  of  the  bank 
presenting  the  check,  and  the  aojne  amount  is  deducted 
from  the  deposit  account  of  the  correspondent'  of  the 
Hoboken  bank.  This  correspondent  bank  deducts  $ioo 
from  the  deposit  account  of  Uie  Hoboken  batik,  and  sends 
the  check  to  the  Hoboken  bank,  which  deducts  $ioo 
from  the  deposit  account  of  the  customer,  Smith,  who 
origin;illy  signet!  it. 

23.  Bank-notes  are  credit  instruments  so  exchangeable 
that  they  do  the  work  of  money  and  ate,  therefore,  to  be 
classed  among  the  forms  of  money.  They  are  so  conve- 
nient thai  they  take  the  place  of  metallic  money  bi  many 
cases,  and  thus  lessen  the  amount  of  it  used  in  effecting 
exchanges-  A  bank-note  is  simjily  a  promissory  note 
issued  by  the  bank.  The  holder  of  a  note  has  a  right  at 
any  time  to  demand  payment  by  the  bank,  and  the  bank's 
obligation  to  a  note-holder  is  not  unlike  its  obligations  to 
a  depositor. 

33.  Exercises. — i.  "The  ba^  of  credit  is  found  in  the 
tangible  wealth  of  the  world."  Ejcplain.  "The  basis  of 
credit  is  confidence.' '   Are  these  statements  contradictory  ? 

3.  What  effect  will  an  increase  in  the  supply  of  cotton 
have  upon  the  demand  for  wwjllens?  What  effect  woukl 
an  expansion  of  credit  have  upon  the  purchasing  power  of 

■  When  one  lituik  uuries  x.  deposit  account  in  aoothex  Uiey  &ie  caJM 
"  corrceporicient "  bftnlu. 
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mcmey?    What  economic  pruiciplc  is  suggested  by  these 

two  qUBKtiOQK? 

3.  Point  out  the  dangers  connected  wth  credit  in  the 
modem  business  world. 

4.  Why  will  bank  credit  substitute  for  money  more 
readily  than  will  the  credit  of  a  good  citizen?  1 

5.  How  may  deposits  be  made  in  a  bank?  Describe  in 
detail  how  deposits  arc  made  through  discounting. 

6.  What  cfTcct  do  deposits  have  upon  the  purchasing 
power  of  money  ? 

7.  "A  bank  statement  is  a  summarj*  of  the  bank's  assets 
and  liabilities. 

"(a)  The  a.sscts  and  liabilities  arc  always  exactly  equal. 
How  do  you  account  for  this? 

"(6)  If  the  assets  and  liabilities  arc  always  equal,  how 
can  the  statement  indicate  the  strength  of  the  bank? 

"(c)  If  you  deposit  Sioo  in  gold,  docs  this  affect  the 
bank's  assets?  Its  liabililies?  Explain.  Answer  similar 
questions  assuming  the  deposit  to  be  in  the  form  of  a  Sioo 
check  on  this  Imnk;  assume  it  to  arise  from  your  giving 
your  note  for  Sioo  to  the  bank  ?"  (Hayes.) 

8.  "(0)  Why  is  it  that  for  'every  asset  there  is  a  lia- 
bility?' 

"(&)  It  men  in  organizing  a  bank  put  in  $20,000  in  gold, 
the  statement  will  then  stand:  Assets,  cash,  $20,000;  lia- 
bilities, capita]  stock  $30,000.    Why  is  capital  a  liability? 

"(c)  How  mil  the  statement  be  affected  if  $10,000  is 
spent  for  a  site  and  building? 

"(d)  If  Mr.  X  deposits  $200  in  gold? 

"(e)  If  Y  cashes  a  $50  check  drawn  by  X? 

"(0  If  Z  opens  an  account  by  depositing  a  $100  check 
written  by  X? 

"(je)  If  Z,  wfcihing  to  borrow,  gives  his  note  for  $300  to 
the  bank  and  has  this  amount,  less  $3.45  interest,  deposited 
to  his  account  ? 

^'(h)  If  the  bank  sjiends  $1,000  for  bonds? 

*'(i)    U  the  bonds  arc  later  sold  f«r  Si. too? 

"(j)   If  Z  pays  his  note  at  maturity?"    (Hayes.) 
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g.  After  the  following  operations,  how  would  you  ar- 
range  the  several  items  under  liabilities  and  assets  ?  The 
bank  begins  with  a  paid-up  capital  of  $150,000  and  has  a 
surplus  of  $30,000.  It  discounts  for  customers  $300,000  of 
four  months'  notes,  and  bills  receivable  at  6  per  cent,  the 
borrowers  take  one-third  of  the  proceeds  in  cash  and  leave 
two-thirds  on  deposit.  Custcmiers  deposit  $50,000  in  cash, 
$25,000  in  checks  drawn  on  this  bank,  and  $25,000  in  checks 
drawn  on  other  banks. 


CHAPTER  XIV 

BANKING  LEGISLATION  IN  THE 
UNITED  STATES 

I.  Introductory.  2.  Ccntraliaed  buUdDjc-  i-  Tbc  B«ak  of  Ftamt. 
4.  Banking  (wicr  to  Natkoal  Binkii.  ;.  The  free  Iwnking  s>%tCfR  nf 
New  York.  6.  Tbc  National  Buik  scL  7.  Provisions  of  the  act.  8.  De- 
fect* of  the  s>-)>tein.  9.  Dcantnliadoa  of  banking,  to.  Indaatidty  ol 
<T«diL  11.  Dlsuibution  oj  banking  fadliUes.  13.  Banking  tad  Torttgn 
indc.  13.  New  system  demandol.  14.  The  Federal  Ra«T\'e  tct. 
15.  TheFcdctxl  Reserve  Board.  16.  The  reserve  banks.  17.  Fcderml  Re- 
MTvc  iKite*.  iS.  Rescrvei  of  Federal  Resent  bankjL  ig.  Rcaeivcs  in 
UMBbec  btuika.    ao.  Noteworthy  fenturcs  of  tiM  taw.    it.  Eserciwa. 

I.  iDtrodnctory.    The  function  of  banks,  as  well  as  their 
operations,  have  l>cen  pointed  out  in  the  chapter  on  "Credit 
aod  Banking."    In  a  great  commercial  community  these 
functions  reach  beyond  the  welfare  of  individual  customers; 
they  are  national  and  international  in  scope.    Banks  are 
the  agencies  through  which  currency  systems  operate.    In 
proportion  to  their  ability  to  distribute  properly,  to  expand 
and  contract  the  currency'  as  need  arises,  to  make  their  ser- 
vices readily  available  to  all  classes,  agricultural  and  other, 
(hey  do  their  work  well  or  ill.   Coins  carmot  be  struck  and 
lecallcd  to  meet  the  varying  contractions  and  cxpmnsions  of 
business,  but  some  kind  of  elasticity  of  currency  is  neces- 
sary to  meet  the  ups  and  downs  in  the  money  demand. 
This  elasticity  is  to  be  found  in  bank  credit,  through  the 
e^iansion  and  contraction  of  either  bank-notes  or  deposits. 
I'otrs  may  be  issued  by  numerous  and  competing  banks, 
vr  y  be  issued  by  one  bank  or  under  one  central 
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2.  Centralized  BankinK. — Prior  to  the  Civil  War  there 
were  different  kinds  of  banks  which  issued  notes.  These 
notes  were  easily  put  into  circulationi  they  passed  as 
money,  though  not  always  at  par;  their  redemption  at  the 
banks  was  postponed,  for  certain  banks  evaded  their  re- 
demption when  called  upon,  and  the}'  continued  to  pass 
from  hand  to  hand;  reckless  issues  led  many  banks  to 
collapse.  This  sad  experience  led  to  the  advocacj'  of  a  uni- 
fied control  of  note  issues,  but  as  a  "let  alone"  policy  pre- 
vailed, a  decentralized  note  issue  accompanied  iL  Decen- 
tralized note  issues  in  Scotland.  England,  and  the  United 
States  led  to  recurrent  bank  failures  during  the  first  half  of 
the  nineteenth  century. 

On  the  European  Continent  a  dilTerent  and  more  praise* 
worth)'  experience  is  recorded.  There  the  ii^sue  of  notes 
has  been  regarded  as  a  public  function,  and  generally  has 
been  permitted  only  by  institutions  connected  with  or 
supervised  by  ihe  governments. 

Two  policies  have  taken  root:  (i)  Decentralization,  mani- 
fold note  issue,  government  supenision,  and  [2)  centraliza- 
tion and  quasi-public  note  issues. 

Typical  of  the  latter  policy  are  the  three  noteworthy 
central  banks:  the  Bank  of  France,  the  Bank  of  England, 
the  Reich.'ibank  of  Germany.  These  institutions  are  not 
alike  in  all  respects,  but  they  have  one  lesson  in  common. 
Attention  will  be  given  here  only  to  the  Bank  of  France: 
It  is  simple  in  operation,  and  will  show  the  functions  of  a. 
central  bank. 

3.  The  Bank  of  France. — Although  the  Bank  of  Frant 
is  privately  owneil,  and  pays  divirtt'nds  tqjd^^^Mock 
holders,  Its  manager  is  a^p;o>Mcd  b.v  ^^K^^K/^'^ 
mcnt,  and  it  u  un  !■  •^'nudstg^H^^BTnlM* 
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Nevertheless,  it  is  Uttle  hampered  in  its  operations,  since 
there  is  no  special  regulation  of  its  baiUting  functions,  no 
separate  provision  for  the  safety  of  its  notes,  since  it  has 
a  monopoly  of  the  note  isauc. 

Public  Duty:  The  Bank  of  France  is  the  fiscal  agent  of 
the  government,  Iceeps  the  public  funds,  atlministers  and 
records  the  public  debt,  and  lends  funds  tu  the  govern- 
ment. Always,  in  time  of  need,  the  treasury  of  France 
tunu  to  this  ban)^  for  advances.  Since  1914  as  well  as 
after  1870,  ihe  scr^-icfs  of  the  bank  In  financing  thu  govern- 
ment cannot  be  overestitnaced.  It  issues  notes  and  lends 
to  the  government.  So  large  was  the  issue  during  and 
after  the  war  of  1870-1,  that  it  was  decided  to  suspend 
specie  payments,  but  so  great  was  the  confidence  in  the 
bank's  power  and  willingness  to  meet  its  obligations  that 
no  depredation  occurred  prior  to  the  date  of  redemption, 
1878.  That  was  a  period  of  enormous  note  issue,  yet  con- 
servative in  comparison  with  the  great  demand  for  cur- 
rency, and  this  C0Dser\'ati8m  sustained  public  confidence. 

Sptcie  Reserve:  In  normal  times  this  bank,  relative  to 
its  demand  obligations,  carries  the  largest  reserx-e  of  any 
bank  in  the  world.    Ihe  large  and  growing  specie  reser\'e 
is  composed  of  both  gold  and  silver — mostly  gold,  and  so 
the  bank  is  able  to  maintain  a  low  rale  of  bank  interest. 
Moreover,  this  large  reserve  is  never  in  danger  of  exhaus- 
tion, and  enables  the  bank  to  maintain  a  policy  of  low  and 
xmiform  discount  rates.    It  changes  the  discount  rate  on 
the  average  about  once  a  year — from  1875  to  1908  there 
were  only  thirty-six  changes.     American  bankers  would 
to  hotding  a  large  reserve  of  idle  specie,  but  the 
<A  France  is  not  primarily  a  money-maker  for  its 
Its  main  purjiose  is  to  render  the  best  pub- 
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He  senicc,  to  hold  the  government's  finances  to  impreg- 
nable strenstb.  Because  of  this  it  has  even  been  accused 
of  collecting  a  huge  war  reserve  in  this  form. 

Dtposils:  There  is  little  deposit  checking  in  France;  the 
people  use  specie  and  bank-notes  almost  altogether.  The 
tendency  for  notes  to  remain  in  circulation  for  long  periods 
of  time,  togethLT  with  the  fact  that  tliey  are  more  conve- 
nient than  hard  money,  causes' gold  to  flow  into  the  bank 
in  exchange  for  notes  and  to  remain  there.  Notes  are  not 
issued  in  stnal!  denominations,  however — not  less  than  50 
franat,  few  leas  than  100  francs— and  this  compels  the  use 
of  hard  money  for  petty  transactions.  The  money  system 
and  habit  of  the  people  arc  such  that  the  average  per  capita 
use  of  money  is  ver>'  large. 

Branch  Banking:  Provision  has  been  made  for  the  estab- 
lishment of  337  branches  of  the  central  bank.  By  the 
decree  of  1808  branches  were  established  plainly  with  the 
design  of  centralizing  the  banking  interests  of  the  empire 
imder  the  lead  of  the  great  bank  in  Paris,  but  the  Bourbon 
ruler  in  1S17  and  1818  closed  these  branches.  In  18S2 
branches  were  again  established.  There  are  some  objec- 
tions  to  these  branch  banks;  their  capital  is  allotted  by  the 
central  bank;  they  arc  supervised  by  the  parent  bank  in 
Paris;  they  must  secure  special  permission  to  do  business 
with  other  banks;  their  rates  of  discount  arc  determined, 
not  by  the  local  needs  where  they  arc,  but  by  a  policy  fixed 
in  Paris;  their  directors  arc  selected  by  the  governor  of  the 
bank;  the  real  authority  is  In  Ihc  hands  of  a  manager 
appointed  by  the  government,  frequently  a  stranger,  and 
assisted  by  subordinates  sent  from  the  capital.  The  ob- 
jections to  branch  banking  in  the  United  States  are  that 
small  banks  fear  they  will  be  swallowed  up  by  the  large 
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banks  JQ  New  York  City,  and  Ihal  local  interests  will  be 
served  best  by  independent  local  banks.  Our  system  has 
advantages  over  the  rigid  unifonnity  required  for  the  whole 
of  France.  That  system  lacks  adaptability  to  local  needs. 
On  the  other  hand,  branch  banking  has  many  advan- 
tages. Branch  banks  facilitate  the  collection  and  distri- 
bution of  loanable  capital  from  and  to  different  parts  of 
the  couDtr>-.  Such  a  system  keeps  its  iingcrs  on  the  busi- 
ness pulse  of  the  whole  country  and  makes  easy  the  circu- 
lation of  money  from  places  of  surplus  to  places  of  need. 
Such  an  acquaintance  %ith  the  needs  of  the  whole  country 
cannot  but  add  to  the  solidarity  of  business.  While  it  is 
true  that  a  small  branch  may  afford  adequate  banking 
facilities  for  Isolated  places,  one  system  effects  a  compara- 
tively uniform  rale  of  interest.  This  is  an  appealing  argu- 
ment to  the  American  business  man  who  has  suffered  the 
needless  burden  of  wide  differences  in  the  interest  rates 
between  different  sections  of  the  country.  A  bank  with 
branches  reaching  every  section  of  the  country  does  not 
face  ruin  by  local  bu^ncss  depressions.  Many  towns  are 
built  around  a  single  industry,  and  the  banks  serving  these 
towns  go  down  with  the  failure  of  the  industry.  Branch 
banking  also  secures  superior  executive  ability  at  the  head. 
Inasmuch  as  a  central  policy  guides  the  whole  system,  the 
necessity  of  spreading  rare  ability  over  the  individual 
branches  is  spared.  But  when  such  ability  is  revealed  in 
any  branch  it  is,  through  a  system  of  selection  and  promo- 
tion, advanced  to  a  higher  ranking.  Branch  banking  lends 
efficiency  to  capital.  The  small  nation  v^itlt  facilities  for 
marshalling  and  transporting  its  troops  from  front  to  front 
may  withstand  a  foe  far  superior  in  all  but  these  facilities. 
Likewise  a  nation  with  an  adequate  banking  system  that 
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penetrates  all  sections  may  give  to  a  small  volume  of  coi- 
tal adequate  powers  to  do  the  nation's  work. 

ElastUity :  There  is  a  maxinium  legal  limit  to  the  notes 
the  Bank  of  France  may  issue.  But  this  limit  is  virtually 
a  dead  letter  as  it  is  far  in  excess  of  the  usual  issue,  and  is 
modt6cd  in  times  of  need.  We  may  say  that  it  issues 
notes  as  far  as  it  sees  fit;  they  fluctuate  from  week  to  wedc, 
depending  upon  the  market  needs;  when  they  come  back 
to  the  bank  they  are  not  reissued.  It  discounts  ordinary 
commercial  paper  for  its  customers.  Its  acconimodatioiis 
are  for  the  poor  as  well  as  for  the  rich;  it  will  discount 
paper  worth  five  francs  (one  dollar).  It  does  a  large  redis- 
count buaness  for  other  banks.  Seventy  per  cent  of  its 
paper  bears  the  signature  of  some  other  bank  as  an  in- 
dorser.  This  privilege  of  banks  to  have  their  commercial 
paper  rediscounted  enables  a  bank  with  limited  means  to 
make  loans. 

This  bank  gives  to  France  a  strong  centralized  finand&l 
system,  so  organised  as  to  reach  all  sections  of  the  country, 
and  to  apportion  the  nation's  capital  to  the  local  needs. 
It  furnishes  an  elastic  system;  through  rediscounts  it 
enables  other  banks  to  supply  the  credit  and  monetary 
needs  of  those  who  bold  good  commercial  paper;  it  docs 
not  discriminate  between  rich  and  poor  in  extending  its 
accommodations.  It  does  business  i'or  the  people,  for 
other  banks,  and  for  the  government.  In  marke<l  contrast 
with  this  centralized  system  is  the  decentralized  national 
banking  system  of  Lhe  rnitit!  States. 

4.  Banking  Prior  to  National  Banks. — It  h,  beyond  the 
scope  of  this  book  to  trace  through  the  several  types  of 
banks  and  banking  which  preceded  the  national  banking 
system.    At  some  pcrituls  in  the  history  of  ante-bellum 
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banking  inconvertible  notes  existed  in  weltenn;;  chaos:  Che 
Mcrctary  of  the  Irciuury  could  not,  within  several  millions, 
csfimate  tJieir  ainuunl;  they  were  termed  "heteroj^cni-ous 
nigs"  as  they  poured  forth  iu  great  volume  from  "wild- 
cat" or  "coon-box  banks";  they  took,  at  times,  the  form 
of  unchartered  scrip  in  denominations  from  &ix  cents  up- 
ward; redemption,  if  at  all.  was  at  times  enforced  by 
'"lynch  law";  Secretary  McCulloch  spoke,  in  disgust,  of 
the  system,  at  one  time,  "as  a  compound  of  quackcr\'  and 
im(K>sturc,"  During  these  "good  old  days"  the  pick- 
pockets and  unscrupulous  rogues  bad  a  free  license.  When 
Congress  refused  to  rcchartcr  the  second  bank  of  the  United 
States  (a  worthy  Institution),  a  large  number  of  state  banks 
sprang  up.  of  the  "joint-stock"  and  limited  liability  type. 
Id  not  a  single  state  were  they  subject  cither  to  effective 
regulation  or  supervision.  It  was  the  system,  not  the 
banks-— the  government,  not  the  bankers  —that  are  to  be 
censured.  But  there  were  praiseworthy  diaracters  among 
bankers,  and  some  illuminating  examples  of  banking. 

5.  The  free  banking  system  of  New  York  deserves  spe- 
cial mention  as  a  forerunner  anti  model  for  the  national 
banks.  "The  wildly  extravagant  issues  of  really  incon- 
vertible paper  money."  says  F.  A.  Walker,  "supplied  the 
motive  and  the  means  for  every  species  of  extravagant, 
wanton,  and  irresponsible  speculation.  Words  could 
scarcely  exaggerate  the  extent  to  which  the  distortion  of 
production  and  the  misapplication  of  capital  were  carried. 
The  whole  head  was  sick  and  whole  heart  faint.  The  retri- 
bution came  in  the  panic  of  1837.  and  in  the  second  and 
heavier  shock  of  1839.  and  in  the  long  and  dreary  prostra- 
tion of  industry  which  followed." '  These  experiences  led 
'  PfrfUkkl  Economy,  pp.  441-441. 
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to  legislation  dc&igncd  to  place  banking  on  a  sound  basis. 
Before  1S38  in  New  York  banks  bad  special  charters, 
with  the  consequence  that  a  bank  was  a  privileged  mo- 
nopoly.  Special  cbartcr  institutions,  banking  or  industrial,  ^^ 
have  alwa>'5  bc-cn  a  cause  of  political  corruption  and  bri-  ^| 
bcry  of  legislatures.   Thu  Act  of  1838  was  an  enabling  act. 
It  enabled  any  person  or  group  of  persons  to  engage  ia 
banking  on  certain  prescribed  conditions.    One  condittw) 
was  that  no  bank-notes  could  be  issued  until  security  for^| 
their  redemption  was  placed  in  the  hands  of  the  comp-  ^^ 
troller  of  the  state.    This  security  had  to  consist  of  United 
States  or  Nfew  York  stocks  or  bonds,  and  of  mortgages  on 
improved  real  estate.    This  scheme  of  secured  circuiation 
is  kno\«-n  as  the  New  York  system.    The  system  was  not 
perfect  in  two  respects;   (i)  It  provided  certain  but  not 
immediate  convertibility  of  notes;  (3)  the  nature  of  the 
securities  to  back  notes  did  not  prove  a  most  fortunate 
selection. 

Different  states  undertook  to  follow  New  York's  exam- 
ple, but  these  attempts  ended  in  failure,  due  to  the  char- 
acter of  securities  with  which  they  backed  their  notes. 
Improvements  which  jwinted  to  success,  however,  were 
under  headway  when  the  Civil  War  began,  and  they  were 
superseded  by  the  National  Bank  Act. 

6.  The  National  Bank  Act  was  advocated  in  the  report 
of  Secretary  Chase  in  1861 ,  but  it  did  not  take  the  form  of 
law  until  February  25,  1863.  In  its  behalf  the  following 
arguments  were  urged. 

Market  for  bonds:  A  prohibitive  tax  was  placed  upon 
the  note  issue  of  banks  other  than  national  banks;  thus 
the  new  banks  were  to  issue  all  bank-notes.  They  were 
required  to  buy  government  bonds  and  deposit  them  at 
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the  Treasury  Department  in  Washington  as  a  guarantee 
of  the  notes  issued.  The  treasury  was  in  great  distress, 
and  the  demands  upon  it  for  war  purposes  put  the  depart- 
ment in  search  for  new  sources  of  revenue.  It  was  thousht 
some  hundreds  of  millions  in  bonds  could  be  sold  to  the 
bonks  to  back  their  note  issue.  Moreover,  each  banic, 
whether  it  is^ed  circulating  notes  or  not,  was  required 
to  deposit  in  the  treasury  a  certain  amount  of  registered 
bonds  of  the  United  States.  To  sell  bonds  to  meet  the 
exigency  of  war  was  the  first  and  primary  object  of  the 
National  Banking  Act;  it  was  truly  a  war  measure.  But 
as  a  fiscal  resource  it  failed.  Not  until  after  the  war  and 
when  the  government  was  on  its  fcet^able  to  borrow  at 
home  and  abroad— did  the  oational  banks  begin  to  call  for 
bonds  in  large  amounts. 

Unijormily  in  Currency:  We  now  come  to  the  most  re- 
deeming feature  of  the  act.  Notes,  uniform  in  appear- 
ance, in  value,  and  in  acceptability,  came  in  die  place  of  a 
great  variety  of  notes — worthless,  altered,  forged,  and 
other.  Eveiy  holder  of  a  national  bank-note  is  backed 
by  the  credit  of  the  government.  A  note  from  a  bank  in 
Maine  wilt  pass  as  readily  in  California  as  in  its  home 
state,  and  that,  too,  without  regard  to  the  standing  of 
the  bank  which  issues  it.  No  longer  is  the  holder  of  a 
Dotc  annoyed  from  the  refusal  to  receive  bank-notes  by 
those  unacquainted  with  the  bank  of  issue. 

Curb  [njfalion:  State  banks,  during  the  CiWl  Warpcriod, 
were  redeeming  their  notes  in  greenbacks.  These  went 
down  in  purchasing  power  with  the  greenbacks  and  added 
largely  to  the  circulating  media.  Could  national  bank- 
notes supersede  state  bank  issues  and  be  limited  in  amount 
to  the  capital  stock  of  the  national  bank,  the  public  credit 
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would  be  strengthened.  This  would  clear  the  market 
state  bank-notes.  leaving  only  grc-cnt>acks  and  national 
bank-notes.  The  latter  being  restricted,  the  purchasing 
power  of  greenback!;  would  be  strengthened. 

Puttie  Deposits:  The  banks  would  provide  a  place  <A 
safe-keeping  for  the  government's  funds.  A  number  of 
banks  have  been  designated  by  the  secretarj'  of  the  trea-^' 
sur>'  as  depositaries  of  public  money.  These  are  espedaUy 
convenient  for  making  local  disbursements.  The  deposits 
of  the  government  are  rurming  accounts  like  those  of  pri- 
vate customers.  If  the  government  wishes  to  restore 
funds  to  the  money  market,  it  makes  what  is  known  as 
special  deposits.  To  withdraw  these  advance  notice  is 
given,  and  upon  them  interest  is  to  be  paid  at  a  rate 
prescribed  by  the  secretary  of  the  treasury. 

Tie  People  to  Gotemment:  It  was  argued  that  a  large  dis- 
tribution of  bonds  would  tie  up  the  people's  interest  with 
that  of  the  government.  When  the  national  banks  come 
to  own  millions  of  bonds  thc>'  will  use  their  agency  in  be> 
half  of  the  credit  of  the  government.  Likewise  the  peo- 
ple who  hoki  bank-notes  supported  by  government  bonds 
will  make  effort  to  safeguard  the  public  credit. 

7.  ProTisioaa  of  the  Act. — ^The  original  act  and  Its  later 
amendments  provided  that  e\ery  national  bank  should 
deposit  registered  United  Slates  bonds  in  tlie  treasury, 
whether  it  issued  circulating  notes  or  not.  £very  bank 
may  receive  notes  equal  to  the  par  value  of  the  bonds  de- 
posited by  it,  but  not  exceeding  thdr  market  value.  Bank- 
notes thus  rest  on  the  credit  of  the  government;  this 
security  remains  if  the  Issuing  bank  fails.  Banks  arc 
quirtfJ  to  rwlecm  Ihcir  notes  at  their  own  counter.  And 
in  addition  to  the  bonds  depo^dtcd.  each  bank  must  keep 
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on  deposit  in  the  United  States  Treasury,  in  lawful  money, 
a  sum  equal  to  5  per  cent  of  its  circulation.  This  is  to 
redeem  notes  when  presented  in  sums  of  $1,000  or  multi- 
ple thereof.  \\Tiat  if  a  bank  fails?  The  comptroller  pays 
the  note-holder  in  lawful  money,  and  declares  the  bonds 
which  the  defaulting  bank  has  deposited  to  be  forfeited  to 
the  government.  He  may  cancel  or,  at  his  pleasure,  sell 
bonds  equivalent  to  the  notes  he  redeems.  Suppose  the 
bonds  do  not  fully  reimburse  the  government  for  the  notes 
it  redeems  for  the  failed  bank.^  It  has  first  lien  on  the 
assets  of  the  bank,  and  u  right  against  stockholders  who 
are  held  to  double  liability.  When  the  notes  are  paid  they 
arc  cancelled. 

In  order  that  countrj-  districts  may  have  banking  facili- 
ties, provision  is  made  that  a  town  having  less  than  3,000 
population  may  have  a  bank  with  a  ca{)ital  stock  of 
(35,000.  The  amount  of  capital  required  to  establish  a 
bank  ranges  upward  as  follows:  \Mien  the  population  is 
from  3,000  to  6,000,  at  least  850,000  capital  is  rcfiuircd; 
when  the  population  is  from  6,000  to  50,000  at  least 
Sioo.ooo  capital  is  required;  when  the  population  is  over 
5oxxx>  at  least  $300,000  capital  is  miuircd.  Bank  shares 
must  be  Sioo  each,  at  least  50  [K;r  rent  of  the  capital  must 
be  paid  in  before  the  bank  begins  business,  and  the  remain- 
der must  be  paid  in  monthly  instalments  of  not  less  than 
10  per  cent  each. 

The  legal  reser\*e  is  not  the  same  for  all  banks.  Banks 
are  divided  into  three  classes:  Central  reserve  city  banks, 
reserve  city  banks,  and  all  others,  commonly  called  coun- 
try banks.  Prior  to  the  Federal  Reserve  Act  the  counln.' 
banks  (banks  out<uile  of  certain  large  cities]  were  required 
to  have  as  a  reserve  a  sum  of  lawful  money  equal  to  15 
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per  cent  of  their  deposits,  but  three-fifths  of  this  15  perl 
cent  (or  9  per  cent)  might  be  deposited  in  a  reserve  dtyfl 
bank.    Then,  a  country  bank  was  not  required  to  keep  in 
its  own  vaults  a  reser\'e  of  over  6  per  cent.    Reserve  city 
banks  were  required   to  keep  a  reser\'e  of  45  per  cent. 
One-half  of  this  (isj^  per  cent)  nught  be  kept  on  deposit 
in  a  central  reserve  dty  bank,  where  it  was  counted  as 
part  of  the  depositing  banks'  tcga]  reserve.    There  are 
three  central  reserve  cities — New  York,  Chicago,  St.  Louis 
— and  the  banks  in  them  were  required  to  hold  in  their 
vaults  a  reserve  of  lawful  money  equal  to  25  per  cent  of  _ 
their  deposits. 

8.  Defects  of  the  System.— The  national  banking  sys-' 
tern  accomplished  much  good  for  the  country-,  but  it  had 
certain  defects  which  were  largely  responsible  for  the  panics  ^_ 
and  financial  strains  which  business  has  recurrently  suf-^| 
fcrcd.    The  banks  were  not  equal  to  the  situation  during 
the  panics  of  1893,  1903,  and  1907.    There  was  demand 
for  reform;  why  should  the  wealthiest  nation  have  the 
poorest  banking  system  in  tJic  worW?    Yet,  what  was 
there  to  do?    The  subject  was  intensively  studied  after 
1905,  and  in  the  year  following  the  severe  panic  of  1907  ^_ 
Congress  appointed  a  National  Monetary   Commission,  fl 
This  large  commission,  with  its  corps  of  eminent  scholars 
and  experts  in  finance,  submitted  a  comprehensive  report 
in   1912.    A  summary  of  that  report  (Report  National       11 
Monetary'  Commission,  63d  Congress,  3d  Session;  Senate^f 
Documents  243.  6-16)  should  be  carefully  read  by  all  stu-  " 
dents  of  economics.    The  chief  faults  of  the  system  were: 
(r)  Decentralisation;  (2)  inelasticity  of  credit;  (3)  poor  dis- 
tribution of  banking  facilities  over  the  country;  (4)  no 
American  banking  institutions  tn  foreign  countries,  and  (5) 
no  rediscount  s.v 
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9.  Decentralization  of  Banking.— A  national  bank  could 
have  no  branches,  as  docs  Ibe  liank  of  France.  Conse- 
quently, there  -was  no  really  national  banking  institution. 
Each  national  bank  was  a  local  institution,  doing  a  local 
business,  and  depending  ujMn  its  own  resources.  Each 
depended  upon  its  own  reserves  to  meet  its  demand  liabili- 
ties. In  dull  times  country  banks  deposited  a  portion  of 
their  reserves  in  reserve  cities.  Reserve  city  banks  in  turn 
sent  their  idle  cash  to  New  York  City  banks,  which  paid  a 
small  interest  for  it.  Thus  the  idle  funds  of  the  country 
drifted  to  New  York,  the  commercial  and  financial  centre 
of  Ibe  countr>*.  But  New  York  banks  were  not  paying 
interest  on  cash  to  hold  it  idle;  they  loaned  it  out  at  call 
for  use  on  the  stock  and  produce  exchanges,  carrying  the 
required  reserve  of  25  per  cent.  During  a  revival  of 
business — generally  at  crop  planting  or  harvesting  lime — 
the  banks  in  the  South  and  West  were  called  upon  by 
depositors  for  cash,  these  banks  called  U[x>n  the  reserve 
city  banks,  and  these  upon  New  York  banks.  The  New 
York  banks  having  loaned  down  to  the  required  reserve 
were  forced  to  call  in  loans,  but  the  borrowers  had  this 
invested  and  found  difijculty  in  liquidating  immediately. 
Just  this  order  of  circumstances  is  largely  responsible  for 
the  recurring  panics  in  this  countr>',  and  expUuns  why  they 
have  been  more  acute  than  in  other  countries.  The  year 
1913  was  fairly  normal  as  respecting  banking  conditions, 
and  in  that  year  the  banks  owed  depositors  $20,000,000,- 
000.  when  the  total  currency  of  the  country  was  about  $3,- 
600,000,000.  Less  than  one-half  of  this  was  in  the  banks, 
and  that  centred,  as  above  described,  largely  in  New  York. 
Should  fright  seize  a  fair  fwrtion  of  depositors  an<l  they 
nuke  sudden  demands  on  banks,  the  banks  affected  must 
•Jr  doors. 
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A  partial  remedy  is  suggested  in  Mr.  Paul  M.  Warburg*! 
iUumiimting  remark  that  we  must  treat  our  money  reserves 
as  a  dty  does  its  water-supply— accumulate  it  in  one  or 
more  large  rescn'oirs  and  be  able  to  send  it  at  once  to  the 
spot  where  it  is  needed.  France  has  long  since  learned 
this  lesson  and  practises  it  in  the  manner  above  indicated. 
A  banker  in  Lyons  docs  not  fear  his  depositors,  for  the 
Bank  of  France  will  furnish  him  gold  or  notes  in  exchange 
for  his  assets.  "DepoMtors  do  not  want  money  when  they 
know  they  can  get  it";  they  make  a  run  on  the  bank  be*H 
cause  they  fear  they  cannot  get  money.  H 

Not  only  were  the  national  banks  loca!  in  organization, 
but  also  their  assets  were  of  a  local  and  non-liquid  charac- 
ter.   A  bank's  discounts  are  for  the  most  part  in  the  form^H 
of  the  promis3or>-  notes  of  its  customers,  and  the  bankfl 
officials  are  local  men,  on  confidential  terms  with  their 
customers.     Borrowing  is  a  matter  of  private  buancss,  a 
promissory  note  a  personal  matter,  and  the  borrower  would ^ 
regard  it  a  personal  offense  should  the  banker  attempt  tofl 
raise  money  on  his  note.    This  is  called  rediscountinr — 


the  bank  discounts  a  note  for  a  customer,  and  has  this 
same  note  discounted  again  by  another  bank.  That  is,' 
the  bank  buys  the  note  from  its  customer,  and  sells  the 
same  to  another  bank,  taking  its  pay  in  cash  or  in  the  form 
of  an  increased  deposit  at  the  other  bank.  Rcdiscounting 
is  a  common  practice  in  Europe,  and  a  very  helpful  one  in 
distributing  among  the  people  the  total  loaning  capacity 
of  the  banks.  In  this  country'  it  has  been  regarded  as  a 
confession  of  weakness  on  the  part  of  the  bank. 

In  Europe  the  seller  of  wares  drau's  a  bill  of  exchange 
or  draft  upon  the  buyer  which  the  buyer  "accepts"  or 
attaches  bis  signature  to.     The  creditor  also  indorses  this 
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and  has  it  discounted  at  the  bank.  These  are  fre«ly  bought 
and  sold  by  banks,  thus  enabling  a  bank  to  increase  its 
liquid  a&sets  at  will.  This  furnishes  a  discount  market  for 
the  obligations  of  business  men  which  works  as  freely  as 
do  our  own  markets  (or  stocks  and  bonds.  Want  of  a 
discount  market  has  made  more  pronounced  the  local  char- 
acter of  our  banks. 

lo.  Inelasticity  of  Credit. — The  rigid  re<iuirements  for 
bank  reserves  (15  or  25  per  cent),  together  with  the  ten- 
dency of  banks  to  keqi  their  Fund*;  loanol  to  the  limit,  has 
already  been  commented  upon.  At  crop-planting  or  crop- 
moving  seasons  banks  whose  reserve  percentages  are  at 
the  minimum,  are  not  permitted  to  extend  their  accommo- 
dations. "  A  fixed  reserve  is  to  credit  what  a  stone  wall  is 
to  a  prisoner:  thus  far,  but  no  farther." 

But  the  bond-secured  note  Issue  is  the  chief  difficulty. 
A  national  bank  can  issue  notes  to  the  market  value  or  to 
the  par  value,  whichever  is  the  smaller,  of  the  government 
bonds  which  it  buys  and  deposits  in  the  treasur)*.  As  the 
price  of  bonds  goes  up  the  profits  of  the  bank  must  go  down, 
and  vice  versa.  If  the  par  value  of  a  bond  is  $100  and  its 
market  value  $1 10,  the  bank  must  pay  Si  10  for  the  privi- 
lege fA  issuing  $100  in  notes.  When  will  banks  issue  a 
large  amount  of  notes  ?  Assuredly,  when  the  price  of  bonds 
is  low.  When  is  the  price  of  bonds  low  ?  Always  when  the 
market  rate  of  interest  is  high.  The  income  on  a  bond  is 
a  fixed  amount.  A  5  per  cent  bond  whose  par  value  is 
$100  yields  the  owner  $5  a  jear,  no  more  and  no  less;  it 
yields  this  fixed  sum  whether  the  market  rate  of  interest 
be  t  per  cent  or  10  per  cent.  What  would  a  permanent 
annuity  of  S5  a  year  be  worth  when  the  market  rate  of 
interest  is  10  per  cent  ?    Fifty  dollars,  because  I5  is  10  per 
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cent  of  that  sum.  What  if  interest  changes  to  2  per  cent? 
It  will  be  worth  $250  because  $5  is  a  per  cent  of  that  sum. 
As  the  rate  of  interest  goes  up  a  bond  (a  fixed  income  in- 
strument) goes  down  in  price,  and  vice  versa.  When  will 
the  interest  rate  be  high?  On  two  occasions:  (a)  Witlfl 
few  exceptions,  when  prosperity  abounds  and  prices  are 
ridng;  and  (b)  always  during  the  sudden  fright  of  a  panic. 
Thus,  in  times  of  great  prosperity,  at  the  very  time  when 
the  market  is  not  in  need  of  more  money,  bond  prices  are 
low  and  notes  are  thrown  in  large  volume  upon  the  mar- 
ket. But  the  panic  period  is  short,  and  banks,  in  self- 
preservation,  are  collecting  cash  rather  than  buj-ing  bonds. 
Yet  many  notes  are  issued  during  the  flurry  of  panic^H 
When  the  interest  rate  is  low  bonds  are  high  and  not^' 
issues  few.  When  will  this  be?  During  depressions  and 
periods  of  dull  business,  when  additional  notes  are  most 
needed.  The  expansion  of  notes  is  not  always  at  the 
vnrong  time;  fortunately,  it  scnnetimcs  occurs  in  time  of 
need.  But  note  the  direction  of  such  elasticity  afforded 
by  the  national  banks;  it  is  always  out,  not  in.  Wc  caoH 
get  notes  out,  but  in  slack  seasons  they  do  not  return.       ^ 

II.  Distribution  of  Banking  Facilities. — Banking  facili- 
ties have  developed  with  respect  to  the  urban  centres, 
while  agricultural  districts  have  had  their  prosperity  re- 
tarded for  want  of  banking  accommodations.  No  adequate 
agency  has  been  provided  for  supplying  them  with  funds 
for  their  busy  seasons;  they  have  had  to  pay  higher  inter- 
est rates  than  prevail  in  the  industrial  centres.  National 
banks,  before  1913.  were  forbidden  to  make  loans  on  real 
estate.  The  banking  machinery  was  devised  for  money 
to  drift  from  small  banks  to  the  large  banks— from  coun- 
tiy  districts  to  flnanciai  and  urban  districts.     Deposic 
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did  not  travel  in  the  apposite  direction,  and  when  city 
banks  «rere  called  upon  to  return  borrowed  funds  to  coun- 
try banks  it  was  calculated  to  cost  a  panic.  ^Vhat  is  more: 
"Webavc  no  effective  agency,"  reports  the  National  Mone- 
tary Commission,  "covering  the  entire  country,  which 
aHords  necessary  facilities  for  making  domestic  exchanges 
between  different  localities  and  sections,  or  which  can 
prevent  diaa&trous  disruption  of  all  such  exchanges  in 
times  of  serious  trouble." 

la.  Banking  and  Foreign  Trade. — To  quote  further  from 
the  commission's  report:  "We  have  no  American  banking 
institutions  in  foreign  countries.  T^e  organisation  of  such 
banks  is  necessar>'  for  the  development  of  our  foreign 
trade."  European  countries  maintain  such  banks,  much 
to  their  advantage.  These  banks  extend  accommodations 
to  the  financial  and  business  interests  where  located,  enlist 
good-will,  and  attract  attention  to  home  products;  they 
study  local  demands,  inform  their  countrymen  of  prospec- 
tive sales,  report  on  the  credit  of  importers,  negotiate 
trade,  arrange  and  make  it  easy  to  effect  foreign  payments. 
Foreign  banks  handling  American  trade  in  South  America 
and  the  Orient  naturally  favor  their  own  countr)Tnen. 

Competitive  or  decentralized  banking  cannot  protect  or 
regulate  a  nation's  gold  supply.  There  are  times  when  a 
country  has  an  oversupply  of  gold  and  to  export  It  is 
profitable,  and  at  other  times  when  the  supply  is  short  it 
is  necessary  to  attract  gold  from  abroad.  A  central  insti- 
tution to  dominate  the  control  of  foreign  exchange  is  needed 
to  raise  its  rate  to  hold  gold  in  the  country  or  attract  it 
from  abroad,  and  to  lower  its  rate  to  dispose  of  a  surplus. 
A  central  bank  controls  the  expansion  of  credit  which  is 
•ft  '^«ejjtjal  factor  in  depleting  a  nation's  gold  supply. 
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When  credit  expands  prices  accordingly  rise,  and  it  be- 
comes profitable  to  buy  in  other  countries  where  prices 
range  lower.    Exports  fall  and  imports  increase,  thus  leav- ' 
ing  an  unfavorable  balance  which  must  be  paid  in  gold. 

13.  Now  System  Demanded.— When  you  add  to  these 
difficulties  the  constant  meddling,  to  the  displeasure  of 
many,  of  the  national  treasury,  there  is  little  wonder  that 
a  complete  overhauling  of  the  whole  sj'stem  was  called  for. 
The  Aldrich  plan,  committed  to  the  principle  of  a  central 
bank,  was  brought  forth  and  intensively  debated.  At  this 
time  the  Democratic  jwrty  came  into  power,  pledged 
against  the  plan  bearing  the  name  of  the  champion  of 
high  tariff.  None  the  less,  the  ne^'  administration  adc^tcd 
the  essence  of  the  plan,  hut  provided,  as  we  shall  now  see, 
twelve  central  bH.nks  instead  of  one. 

14.  The  Federal  Reserve  Act  became  law  December  23, 
IQ13.  It  created  twelve  regional  banks,  each  of  which  is 
to  keep  the  reserves  of  the  district  in  which  it  is  located. 
In  each  of  the  districts,  designed  as  ist,  ad,  3d,  and  so  oa 
to  the  i3th,  the  regional  banks  are  located  as  follows:  No.  i, ' 
Boston;  No.  2.  New  York  City;  No.  3,  Philadelphia;  No. 
4,  Cleveland;  No.  5,  Richmond;  No.  6,  Atlanta;  No.  7,  Chi- 
cagoi  No.  8,  St.  LouLs;  No.  9,  MinneuiK)lis;  No.  10.  Kan-sas 
City;  No.  11,  Dallas;  No.  12,  San  Francisco.  The  districts] 
have  undergone  slight  modification  as  to  boundary  and 
may  be  further  modified.  Missouri  is  the  only  State  bav- 
ing  two  regional  banks. 

15.  The  Federal  Reserve  Board.— The  whole  sj-stem  is ' 
under  the  super\'ision  of  a  governing  board,  called  the 
Federal  Reserve  Board,  with  headquarters  in  Washington. 
There  arc  seven  members  of  the  board,  two  of  whom  are 
tx-ofUh,  the  secretary  of  !'■  id  the  comptnrflcr 
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of  the  currency.  Five  membem  are  a|>[>ointe<l  by  the 
President  of  (he  United  States,  for  a  pcrioci  of  leu  years, 
and  at  a  salary-  of  Si3,ooo  a  year.  As  head  of  the  whole 
system  thiit  board  is  charged  with  heavy  responsibilities. 

Committed  to  its  direction  are  the  following  powers:  To 
protect  the  national  gold  supply;  to  provide  an  elastic  cur- 
rency through  the  contraction  and  expansion  of  notes;  to 
provide  a  systematic  pooling  of  rcsen-es  of  existing  banks, 
thus  securing  economy  in  and  an  effective  utilization  of 
the  money  supply;  to  provide  a  free  and  general  discount 
market  for  conunercial  paper.  The  law  provides  that  this 
central  board  may  (i)  compel  one  regional  bank  to  redis- 
count  commercial  paper  held  by  other  regional  banks,  and 
may  determine  the  rate  at  which  such  rediscounts  are 
made.  Thus  the  privilege  of  one  bank  to  rely  upon  others 
so  organizes  banking  facilities  that  their  resources  are 
denied  to  no  section,  and  are  at  the  disposal  of  all  who 
can  offer  paper  measuring  up  to  a  certain  standard.  A 
marked  contrast  is  this  to  the  old  decentralized  system 
where  each  bank  must  deny  credit,  and  in  sclf-dcfcnsc  call 
in  rcscr^'cs  when  expansion  is  most  needed.  The  board 
may  (z)  suspend  reserve  requirements,  thus  effecting  an 
economy  in  gold,  and  adding  to  the  lending  power  of  banks. 
It  may  (3)  suspend  for  cause  any  officer  or  director  of  a 
regional  bank  in  its  exercise  of  general  supervision  over 
the  whole  system.  It  may  (4)  regulate  the  issue  and 
retirement  of  Federal  Reserve  notes.  Regarding  this 
means  of  providing  an  elastic  currency  more  will  be  said 
a  moment  later. 

16.  The  reB«rve  banks  are  banks  for  bankers  in  thctr 
speclive  districts.     Every  national  bank  in  the  di:strict 
tb  required,  and   State  hanks  and   tru.sl  com[Kin)es  arc 
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privileged,  to  subscribe  for  stock  to  an  ainouat  equal  to 
6  per  cent  of  the  subscribLog  bank's  capitiU  and  surplus. 
Thus,  ^ese^^■e  banks  are  owned  by  other  banks,  which  are 
known  as  member  banks.  I'heir  dealings  as  a  rule  are 
limited  to  member  banks,  but  these  stockholders  or  mem- 
ber banks  do  not  get  all  the  earnings  in  dividends.  Part 
of  these  earnings  go  to  the  United  States  as  a  franchise 
tax. 

What  They  Do:  A  regional  or  federal  reserve  bank  may 
accept  deposits  from  the  government  (and  from  non-mem- 
ber banks  for  exchange  purposes);  discount  notes,  drafts, 
and  bills  of  exchange  indorsed  by  a  member  bank  and 
dravnt  for  agricultural,  intlustrial,  and  commercial  pur- 
poses; discount  acceptances  based  upon  the  importation 
and  exportation  of  goods;  deal  in  bills  of  exchange;  deal  in 
gold  coin  or  bullion;  deal  in  government  obligations  and 
short-time  obligations  of  States  and  municipalities;  carry 
balances  with  other  regional  banks  for  exchange  purposes; 
establish  branches  in  its  own  district  and  in  foreign  coun- 
tries; and,  subject  to  the  approval  and  determination  of 
the  Reserve  Board,  Hx  its  rate  of  discount. 

Directors:  Over  each  re^onal  bank  are  nine  directors 
who  are  divided  into  three  classes  of  three  men  each. 
Class  A  are  diosen  by  the  member  banks  aii<)  are  presum- 
ably bankers,  class  B  are  chosen  by  the  meml>er  banks 
but  must  not  be  bankers,  class  C  are  chosen  by  the  Federal 
ReAer%-c  Board  to  represent  the  general  public,  but  two  of 
these  must  be  bankers. 

17.  Federal  Rewrve  Notes.— Provision  is  made  in  the 
act  for  the  gradual  withdrawal  of  national  bank-notes. 
But  these  notes  may,  if  national  banks  so  desire,  continue 
in  circulation. 

The  notes  issued  by  the  regional  banks  may  be  in  de- 
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nominations  of  $5,  Sio,  Sio,  $50,  Sioo,  S500,  and  $1,000. 
They  are  receivable  by  all  member  banks  and  regional 
banks,  and  for  taxes,  customs,  and  other  public  dues. 

These  notes  are  not  secured  by  government  bonds,  but 
by  a  deposit  cither  of  gold  or  commercial  paper;  further- 
more, they  are  obligations  of  the  United  States,  and  they 
are  also  secured  by  the  assets  of  the  issuing  bank.  They 
are  redeemable  in  gold  at  the  treasury  and  in  gold  or  law- 
ful money  at  the  regional  banks. 

A  regional  bank  must  send  to  the  treasury  or  return  to 
the  issuing  bank,  and  not  reissue  any  notes  of  other  regional 
banks  which  it  may  receive.  This  brings  notes  back  to 
the  issuing  bank,  limits  their  circulation  in  other  reserve 
districts,  and  shortens  the  time  during  which  they  remain 
in  circulation. 

18.  Reserves  of  Federal  Reserve  Banks. — A  regional 
bank  must  carry  a  reser\'e  in  gold  of  not  less  than  40  per 
cent  against  its  notes,  and  35  per  cent  in  gold  or  lawful 
money  against  its  deposits.  Any  deficiency  is  subject  to 
a  graduated  tax. 

A  tax  of  I  per  cent  per  annum  L<t  charged  upon  each  such 
deficiency  until  the  rcscr\-c  is  lowered  to  32^^  per  cent, 
thereafter  i>i  per  cent  tax  is  added  for  each  syi  per  cent 
deficiency  or  fraction  thereof.  The  following  table  will 
show  thb: 


When  the  reserves  against  notes 
are: 
Below  40,0  to  31,5  per  cent. 
Below  31.J  lo  30.0  per  cent. 
Below  30.0  10  37.5  per  cent. 
Bdow  17-5  to  25.0  per  cult. 
Below  35.0  to  33.$  per  cent. 
Below  11.5  to  lo.o  per  cent. 
Bdow  30.0  10  17.5  per  ceou 


The  tai  rate  upon  the  totd  de* 
£dcacy  shall  be: 
1.0  per  cent. 
3.5  per  cent. 
4.0  per  ceat. 
S-S  per  ccDt. 
7.0  per  cent. 
8,5  per  Cent. 
10.0  per  ceaC 
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The  bank  paying  this  tax  must  adil  an  equivalent  amount 
to  the  interest  and  discount  charged  mfmber  hanks.  This 
enables  a  necessary  cxnansion  of  the  note  issue  in  times  of 
emergency.  The  heavy  tax  jiaid  upon  a  deficiency  below 
the  required  rcscr%'c  will  encourage  banks  to  withdraw 
their  notes  from  circulation  when  the  emergency  calling 
them  out  is  over.  Professor  Fetter  illustrates  these  facts 
thus:  "Suppose  for  example  that  the  circulating  notea 
were  in  normal  times  Si,ooo,ooo,ooo,  and  the  reserves,  fl 
therefore,  were  $400,000,000  and  the  rate  of  discount  5  ^ 
per  cent.  Then  the  circulation  might  be  doubled  with  the 
same  reserves,  the  proportion  thus  falling  to  20  per  cent 
of  outstanding  notes,  and  the  rate  of  discount  to  customers 
rising  to  13.5  per  cent  (5  plus  8.5)." ' 

The  Federal  Reserve  Board  may,  in  times  of  emergency, 
reduce  reserx'es  against  both  notes  and  deposits,  and  in 
both  regional  and  member  banks,  down  to  the  last  dollar. 
This  affords  an  opportunity  to  provide  sufficient  credit  lor 
any  emergency.  fl 

19.  Reserves  in  Member  Banks. — The  act  maJccs  a  wi.se 
distinction  between  the  rcscr\x  retjuirements  for  time  de- 
posits and  demand  deposits,  in  case  of  all  member  banks.       , 
They  are  reqtured  to  keep  no  more  than  a  3  per  cent  H 
rcser\'c  against  time  deposits.    The  purpose  of  this  retiuire- 
ment  \s  to  encourage  banks  to  estabUsh  savings  depart-       11 
ments.  ^| 

The  reserve  required  for  banks  In  the  central  reserve  ^ 
cities  is  reduced  from  25  to  13  per  cent,  in  rei»er\'e  cities 
from  35  to  10  per  cent,  and  in  other  banks  from  15  to  7  per 
cent.    We  have  seen  that  the  dcpo^tarics  of  funds  that 
might  be  counted  a  part  of  a  bank's  reserve  were  in  the 
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reserve  and  central  resen'c  cities.  The  regional  banks  are 
now  such  dqiositariei,  and  all  legal  reserves  of  member 
banks  mu5t  be  on  deposit  with  them,  no  reserve  in  vault 
being  required  of  member  banks. 

30.  Noteworthy  Features  of  the  Law. — The  law  would 
break  down  a  monopoly  control  of  the  money  supply  by 
large  banking  syndicates,  and  give  the  advantage  of  credit 
to  all  worthy  investors.  It  would  Insure  the  pooling  or 
co-operant  use  of  reserves,  thus  putting  adequate  lending 
power  at  the  disposal  of  banks  in  all  sections  of  the  coun- 
try  and  at  all  seasons  of  the  year.  To  this  end  regional 
banks  are  empowered  to  maintain  branches,  and  inter- 
dependence among  all  banks  has  been  established.  Banks 
arc  not  now  compelled  to  withdraw  currency  from  the 
market  and  hoard  it  as  a  means  of  fortifying  themselves 
against  danger.  Centralized  reserves  will  also  secure  an 
economy  in  gold.  .Adequate  provision  for  acceptances  and 
rediscounts  is  provide*!,  a  judicious  use  of  which  will  make 
slow-moving  securities  liquid,  give  the  widest  employment 
to  local  resources,  and  facilitate  the  movement  of  goods 
into  and  out  of  the  country.  This  will  create  new  and 
convenient  types  of  paper,  giving  them  stability  and  cer- 
tainty in  the  market.  But  more  important,  an  adequate 
distribution  of  funds  in  lime  and  jjlace  will  equalize  the 
interest  rate  over  the  whole  country.  The  most  note- 
worthy features  of  the  law  are  those  which  add  to  the  elas- 
ticity of  deposits  and  notes.  We  have  seen  how  the  ex- 
pansion and  contraction  of  notes,  as  well  as  liberality  in 
reserve  requirements,  work  to  effect  this  elasticity. 

Tke  Transmission  of  Funds :  American  commerce  has  suf- 
fered because  of  the  excessive  charges  made  upon  business 
men  for  the  collection  and  transmission  of  their  funds. 
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Prior  to  the  Federal  Reserve  Act  country  hanks  carried 
this  type  of  extortion  to  the  point  where  some  of  them 
made  fully  one-half  of  their  earnings  from  such  charges. 
Provision  is  now  made  for  clearing  checks  through  the 
regional  banks  and  for  collecting  drafts.  Member  banks 
may  charge  clients  a  fee  sutficient  to  cover  the  actual  cost 
of  collecting  funds,  but  these  charges  are  under  federal 
control. 

Foreign  Branches:  Americans  heretofore,  who  have  en- 
gaged in  foreign  trade  or  operated  branch  houses  abroad 
either  have  financed  themselves  or  depended  upon  foreign 
Imnks.  South  America  is  a  developing  ficltl  for  our  busi- 
ness. Until  branches  of  American  banks  were  established 
there,  our  busines.^:  men  depended  largely  upon  branches 
of  European  banks.  The  charge  has  been  made  that  such 
banks,  working  as  they  did  in  close  harmony  with  mer- 
chants of  their  own  nationality',  were  often  unfaithful  to 
their  American  clientele,  allowing  competitors  to  know 
thdr  business  operations,  and,  when  disposed  to  do  so, 
cutting  otT  their  credit  in  favor  of  such  rivals.'  Banks  may 
now  establish  branches  abroad,  with  the  permission  of  the 
Reserve  Board,  which  will  be  operated  subject  to  very  lib- 
eral terms.  This  will  provide  the  needed  foreign  banking 
accommodations  to  place  American  business  men  upon  a 
footing  of  equality  with  foreign  competitors. 

ai.  Exercises.— I.  If  in  France  prices  arc  rising  owing  to 
an  inflation  of  currencj',  there  will  be  a  tendency  for  im- 
ports to  increase  and  for  gold  to  be  e3ported.  K'bat  could 
the  Bank  of  France  do  to  remedy  the  situation  ? 

2.  A  central  bank  with  branches  in  different  sections  of 
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the  country  is  more  desirable  than  a  decentralized  system 
such  as  have  been  the  n^itional  banks  la  the  United  States. 

De6nc  the  terms  italicizetl. 

Make  an  argximent  for.  and  an  argument  against  this 
statement. 

3.  What  is  meant  by  the  clastidty  of  currency  ?  What 
are  its  advantages  ? 

4.  Compare  the  free  banking  system  of  New  York  with 
the  national  banking  system. 

5.  What  arguments  were  made  for  the  National  Bank- 
ing Act  prior  to  its  adoption?  Were  these  arguments  cor- 
rect? 

6.  How  was  the  financial  situation  affected  by  tJie  cus- 
tom of  banks  to  deposit  a  part  of  their  reserves  in  New 
York  banks?    (Foster.) 

7.  What  was  the  chief  problem  that  grew  out  of  the 
seasonal  demands  for  currency? 

8.  TctI  why  note  issues  under  the  national  banking  sys- 
tem run  counter  to  the  requirements  of  business? 

9.  An  item  in  the  financial  page: 

The  rt<ttscounlin(  of  commercial  paper  at  ihe  Federal  Reserve 
Sank  of  New  York  by  some  o(  ihe  city's  Urg»l  banks  on  Wednes- 
day luul  the  effect  yetlerdiy  of  improving  genernl  money  market 
cooditioDS.  Call  loans  which  were  made  at  15  per  cent  on  Mon- 
day, and  as  high  as  10  per  cent  on  Tuvsiiuy,  nnd  touchud  j  per  ctnt 
Wednesday,  were  pUcod  yesterday  at  from  3  to  j  per  ccau  Moat 
of  the  loans  were  made  at  4>i  per  cent,  the  renewal  rate,  and  the 
dosing  quotation  was  3  per  cent.    Time  money  rates  were  easier. 


Expl^un  the  process  of  rediscotmting  here  referred  to. 

In  ju5t  what  way  did  the  rediscounting  operations  relieve 

the  call  money  market?    Do  you  consider  that  this  use  of 

the  rediscounting  facilities  provided  by  the  Federal  Reserve 

System  was  in  accord  \vith  sound  banking  principles?    Was 

h     It  the  hmt  pos-sible  use  of  the  rediscounting  mechanism? 

H     to.  A  financial  stringency  i^  felt  in  the  ninth  and  tenth 

BPedcral  Reserve  Districts  owing  to  the  fall-crop  movement. 
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the  front.    But  the  vrar  would  be  of  short  duration 
this  all.    Whence  these  supplies?    From  the  shops,  mills, 
and  factories  that  shape  raw  materials  into  ripe  goods. 
Whence  the  raw  materials  ?    From  the  mines,  forests,  fish- 
eries, and  farms.   This  vast  system  embraces:  All  laborers, 
from  the  miner  in  the  shaft  to  the  soldier  in  the  trench;  all 
materials,  from  the  minerals  embedded  in  the  crevices  of 
rocks  to  the  shell  exploding  over  the  batteries  of 
enemy;  all  the  comforts  from  their  elemental  forms,  ihr 
the  many  processes,  till  they  come  to  clothe,  feed,  amuse, 
instruct,   ajid   otherwise  provide  the  personnel  of  thu 
nation.  " 

These  forces,  so  integrated  into  a  vast  fighting  machine, 
are  but  the  elements  of  one  composite  unit  that  is  subject 
to  orderly  regulation.  The  seat  of  authoritative  regulation 
is  in  the  all-powerful  sovereignty  ol  the  state.  From  this 
source  power  Is  delegated  to  a  commander  (though  chief 
servant  he  is)  with  general  supervision  over  all  the  forces 
in  the  6eld.  This  power  is  further  redelcgated  to  com- 
manders of  divt^ons  and  so  on  down  to  the  squad  corporals. 

The  roar  of  musketry  and  the  strateg>'  of  officers  may 
obscure  the  vision  as  to  those  who  arc  extracting,  trans- 
porting, and  shaping  materials.  But  in  fact  these  silent 
workers  co-opcratc  in  the  common  plan  to  serve  the  com- 
mon purpose  of  the  state.  All  the  forces  of  men  and  mate- 
rials are  not  separate  units,  but  under  a  structural  organi^_ 
zation  thsy  fuse  into  one  productive  system.  ^| 

What  the  people  want  they  produce,  and  they  produce 
nothing  else.  Desire  is  the  motivating  force  which  shapes 
a  system  and  sets  it  in  operation.  If  you  would  know 
what  a  pet^le  produce  ask,  first,  as  to  the  i  Lh( 

desires.    It  took  mastership  to  bring  productive  iwjwcr 
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its  present  height,  and  it  could  not  be  maintained  at  that 
height  one  year  without  it. 

3.  The  Co-operant  Forces  of  Industry. — As  in  time  of 
war  so  in  time  of  peace,  indu<;tnes  are  shaped  in  obedience 
to  the  demands  of  the  people.  What  the  people  want  they 
produce,  and  changes  in  desires  affect  the  shape  of  mdustrics 
and  bend  the  direction  of  human  endeavor  into  new  lines. 

Productive  cai>acily  embodies  all  the  agencies  which 
supply  the  means  of  gratifying  denres.  It  consists  of 
natural  resources,  of  the  scientific  knowledge  of  the  ways 
and  means  of  utilizing  these  resources,  of  the  technolopcal 
equipment  through  which  this  knowledge  operates. 

But  there  may  be  capacity  which  lies  dormant.  The 
most  effective  utilization  of  this  capacity  is  the  most  fun- 
damental industrial  problem-  A  solution  of  this  problem 
is  to  be  found  in  the  method  of  analysis  and  co-operation. 
The  productive  process  is  analyzed  into  its  constituent  ele- 
ments; tasks  arc  divided  into  difficult  and  easy,  mechani- 
cal and  intclicclual,  skilled  and  crude.  Men  arc,  accord* 
ii^  to  their  Btness,  set  to  the  numerous  tasks  which  make 
up  the  industrial  process.  There  are  tasks  for  each  and 
all;  the  miner,  the  transporter,  the  manufacturer,  the  mid- 
dleman, the  lawyer,  the  artist,  the  comedian,  and  the  rest. 

The  scope  of  the  uidustrial  proces.^  is  larger  than  the 
worker,  or  the  resources,  or  the  organizational  is  a  co- 
operation of  all  these  in  one  composite  whole.  Xo  on« 
(Uviaon  of  industry  is  independent  of  other  divisions  car- 
ried on  elsewhere.  .\ny  one  division  of  the  productive 
process  presupposes  the  proper  working  of  many  others;  it 
follows  some,  precedes  others,  and  operates  simultaneously 
with  othera.  Each  fits  into  and  becomes  a  part  of  the 
order.    The  line  of  work  followed  by  each  is 
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adapted  to  and 


determined  by  the  other  divisions  of  the 
There  is  no  severalty  of  processes;  they 


whole  process. 
are  interlocked. 

3.  The  Automatic  Adjustment  in  Indostry.— The  pro- 
ducer invests  his  labor  and  means  according  to  the  princi- 
ple of  comparative  value.  'Why,  for  example,  do  not 
farmers  sow  their  lands  wholly  to  wheal?  They  produce 
for  thi-  market,  and  their  self-interest  causes  them  to  plant 
such  crops  as  will  }'ield  the  largest  net  money  return- 
Should  all  turn  to  the  production  of  wheat,  that  product 
would  be  cheap  and  others  dear.  The  demands  of  the 
people  operating  through  the  sclf-intcrcst  of  the  farmers 
thus  cause  a  variety  of  crops.  Apply  this  principle  to  the 
whole  industrial  order,  and  wc  have  the  explanation  of 
variety  in  the  processes  of  production. 

The  principle  of  comparative  value,  where  competition 
is  unobstructed,  explains  why  there  is  a  tendency  for  profits 
to  be  uniform  throughout  tbc  industrial  process.  As  the 
farmer  would  shift  from  wheat  production  to  the  growing 
of  swine  in  order  to  increase  his  net  income,  so  would  pro- 
ductive energy  in  any  line  be  shifted  to  another  and  more 
remunerative  iivld.  Hut  all  producers  arc  actuated  by 
the  motive  of  largest  gain,  and  thi.*;  causes  productive 
power  to  shift  from  places  where  it  cxisb*  in  largest  abun- 
dance (where  money  returns  arc  small)  to  places  where  it 
is  scarce  (where  money  returns  arc  large).  In  this  way 
the  shifting  of  the  means  of  production  tends  to  equalize 
returns  throughout  the  inHustria!  system. 

4.  Adjustments  Never  Complete. — Immobility  of  pro* 
ducttve  agendes  retards  and,  I  may  say,  defeats  a  perfect 
equilibrium  of  returns  throughout  all  industry.  Assume 
that  a  community  has  a  nio^i  intelligent  population,  that 
in  alertness,  prosperity,  and  inventiveness  it  ranks  second 
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iKme — even  such  a  peq>lc  are  slow  to  adjust  themselves 
to  new  needs.  If  such  a  people  are  suddenly  called  upon 
to  construct  new  ships  to  counterbalance  the  destruction 
by  a.  fleet  of  submarines,  it  takes  many  months  to  make 
the  necessary  readjustments  <A  the  productive  power  which 
is  ordinarily  devoted  to  the  arts  of  peaceful  industry. 

Capitalists  invest  their  means  in  forms  that  are  more  or 
less  fixed  and  can  convert  their  wealth  into  new  forms 
only  after  much  delay.  If  one  has  invested  in  or  con- 
structc<I  a  mill  which  utilized  power  from  a  waterfall,  he 
could  change  the  place  of  his  mill  or  reconstruct  it  to  take 
advantage  of  steam-power,  only  against  great  rcsbtance 
and  at  hcav>'  cost  in  time  and  money. 

The  risk  involved  in  a  change  of  investment  lends  to 
the  immobility  of  productive  agencies.  The  differentia- 
tion, specialization,  and  localization  of  trades  vastly  in- 
crease productive  power,  but  the  risk  of  loss  from  a  mis* 
adventure  is  targe  in  proportion  to  the  chances  9r  gain. 
To  enlarge  productive  equipment  is  to  enhance  the  risk  of 
leBB>  If  Smith  has  specialized  in  the  shoe  trade — knows 
that  trade  and  none  other-  -his  n=ik  h  iarge  if  he  attempts 
to  transfer  his  means  to  the  hat  trade,  of  which  he  is 
ignorant.  Or  through  no  fault  of  his  own  a  new  invention 
may  reduce  him  to  penury  over  a  week's  end.  This  is  an 
era  of  specialists;  specialists  are  ignorant  of  advantages  in 
other  fields  and  helpless  if  the  opportunities  for  working  in 
their  own  field  arc  taken  away.  And  this  may  be  done  by ' 
a  monopoly  entering  the  field,  or  by  an  inveniion,  or  by  a 
change  in  demand.  So  many  arc  the  risks  of  loss  that  the 
less  adventurous  are  willing  to  "go  slow  and  let  well  enough 
alone," 

Backward  peoples  follow  in  the  footsteps  of  their  fathers 
century  in  and  century  out;  advanced  peoples  not  infre* 
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qucntly  lind  that  readjustments  arc  not  fully  accomplished 
in  the  generation  that  first  feels  the  necessity  of  them.j 
The  mobility  of  productive  power  is  a  matter  of  degree, 
less  pronounced  among  backward  peoples  and  more  tardy 
where  investments  are  of  a.  fixed  nature.    There  is  always 
a  tendency  to  bring  about  a  well-ordered  proportion  andi 
balance  among  all  branches  of  industry;  but  such  is  never] 
fully  accomplished. 

S.  Qu&ntitative  precision  is  another  characteristic  of 
the  industrial  process.  This  is  an  age  of  machinery, 
whcrcaA  prior  to  the  industrial  re\'olution,  except  for  a 
few  simple  tools  belonging  to  workmen  themselves,  work 
was  clone  by  hand.  With  the  introduction  of  steam-power 
large  and  expensdve  machinerj'  made  competition  by  hand 
processes  impossible,  and  the  cost  of  such  machines  made  ^ 
it  possible  for  only  capitalists  to  own  them.  Thus  the  in- 
troduction of  steam-power  brought  about  a  distinct  class 
of  owners,  a  distinct  class  of  workers  or  hired  men,  and 
congregated  labor.  The  use  of  machinery  is  found  in  all 
industry;  it  has  so  subdivided  work  as  to  break  up  labor 
into  simple  movements,  and  it  has  made  of  all  industry^ 
one  balanced  mechanical  process. 

As  the  unerring  time-piece  requires  exact  functioning  oi 
the  part  of  each  cog,  wheel,  and  spring,  so  the  machine 
process  requires  quantitative  precision  and  accurate  func- 
tioning in  point  of  lime  and  sequence.  Mechanical  accu- 
racy requires  uniformity  of  processes,  standardiEation  oi^H 
tools,  and  staple  grades  of  output.  Mechanical  standard- 
ization has  taken  the  place  of  the  craftsman's  skill  that 
adapted  the  output  lo  any  style,  cut,  and  trim  which  the 
fancy  of  the  user  might  dictate.  jH 

It  would  be  diflicuil,  cosily,  time-consuming,  and  I  shafl^l 
say  impossible  to  equip  an  army  with  rifles  were  each  made 
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after  an  individual  pattern  to  suit  the  fancy  of  the  soldier 
who  might  use  it.  But  if  standardized  to  one  pattern  and 
the  several  parts  made  of  a  definite  Mze,  shape,  and  gauge, 
then  high-power  machinery  will  be  constructed  for  the 
specific  purpose  of  making  rifles  and,  without  undue  delay, 
will  produce  them  in  the  needed  abundance.  Consiuners 
object  at  times  to  standardization  on  the  ground  that  one's 
individuality  cannot  show  itself,  since  all  must  buy  goods 
made  according  to  &  common  pattern.  Standardization 
lies  to  the  agencies  which  transport  us.  which  transijort 
ttir  goods,  and  which  tran.s|>ort  our  messages.  The  tools 
and  machinery  of  production  arc  made  according  to  a 
definite  grading  in  size,  shape,  and  gauge.  'l"hc  articles  of 
consumption — clothing,  fooil  poxlucls,  homc-fumishings, 
and  the  like — are  standardized  and  stamiied  as  to  grade, 
weight,  and  content.  This  has  led  to  uniform  systems  of 
weights  and  measures. 

6.  The  serrices  of  men  are  standardized.  A  standard- 
ized machine  proces:i  works  with  automatic  precision. 
Maladjustment  in  one  deparlnient  affects  the  smooth  work- 
ing of  the  process  as  would  the  disorder  of  a  spring  defeat 
the  accurate  time-keeping  of  a  clock.  Any  part  can  per- 
form its  functit>n  in  full  (wily  when  the  other  parts  arc 
rightly  adjusted  and  proixrrly  working.  The  nature  of  the 
workman's  job  is  determined  for  him  by  the  machine 
which  he  is  to  operate,  and  a  pace  or  rapidity  of  work  is 
set  for  him  by  the  rapiditj*  of  the  movements  which  work 
in  sequence  throughout  a  plant,  and  the  quality  of  his 
work  Ls  set  by  the  standard  or  grade  of  excellence  which 
the  output  is  require<l  to  reach.  The  worth  of  a  laborer  is 
measured  in  urn't^  of  output- 

7.  The  Test  of  Production  Not  on  Moral  Grounds.— 
To  this  point  reference  has  been  made  only  to  the  external 
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fonn  of  the  jiroriuctive  system.  We  have  seen  that  pro- 
ductive forces  interlock  and  work  co-operantly.  This,  it| 
has  been  pointed  out,  requires  that  a  proportion  and  bal- 
ance must  exist  among  the  several  ports  to  guarantee  their 
smooth  and  harmonious  joint  operation.  The  introduction 
of  miicbinery  results  in  the  congregation  of  bbor,  and 
brings  about  the  rather  distinct  classes  of  capitaUsts  and 
workers,  as  well  as  anollicr  class  to  be  consiilere<l  a  moment 
later — the  entrepreneur.  Wc  have  also  seen  that  the  most 
markeil  characteristic  of  the  productive  order  is  standard- 
ization, which  is  a  consequence  of  the  comprehensive 
of  machinery. 

It  is  now  time  to  inquire  what  this  is  all  about:  Wliat  \& 
production,  and  what  the  thing  produced?  it  has  been 
stated  that  people  produce  that  which  they  deare,  that 
they  intentionally  produce  nothing  else,  that  desire  is  thei 
motivating  force  of  production.  All  productive  energ>'  is 
directed  toward  the  gratification  of  desires,  and  production 
h  itself  the  creation  of  the  means  of  gratifying  desires  and 
needs.  Production  is  the  creation  of  desirabilities  andS 
utilities.  ^ 

Competitive  production  consists  in  so  changing  things 
that  they  command  a  price.  Production,  for  the  most 
part,  redounds  to  human  well-being,  but  it  may  also  work 
to  the  injur>*  of  man.  Acts  arc  not  judged  as  productive 
or  unproductive  on  moral  grounds.  The  outfit  for  the 
gambler,  the  equipment  for  the  bighwayroan.  liquor  for 
the  drunkard,  and  opixun  for  the  drug  fiend  are  economic ^dj 
products,  and  that  which  produces  them  is  productive.      ^^ 

8.  The  Test  of  Production  Not  Tangibility.— .Acts  are 
not  judged  as  productive  or  unproductive  with  regard  to^ 
tangibility.    The  preaching  of  a  sermon,  the  dancing  act 
the  work  of  the  menial  servant 
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result  in  tangihk  products  as  docs  the  work  of  farmers, 
carpenters,  and  cabinetmakers.  But  they  gratify  desires 
directly;  the  aibinctmakcr  graLtties  desires  indirectly,  his 
labor  taking  the  form  of  a  cabinet  which  in  turn  gratiGes 
the  user. 

Production  and  destruction  are  antonyms,  yet  all  pr<>- 
duction  involves  destruction.  Fire  destroys  fuel  in  firing 
an  engine,  chemicals  are  used  up  in  making  medidnes, 
building  materials  are  consumed  in  the  erection  of  a  houae, 
and  so  on  through  all  production.  Labor,  time,  materials 
are  requisites  of  and  are  used  up  in  production.  But  skill 
in  production  minimizes  the  necessa.r>'  wastes.  Should  the 
untrained  hand  attempt  to  draw  a  ca.rtoon  the  result  would 
be  an  awkward  grouping  of  marks— a  waste  of  time,  paper, 
and  ink.  But  give  the  same  equipment  to  an  expert.  Bud 
Fisher,  for  instance,  and  llie  pen  marks  are  converted  into 
the  amusing  characters  of  Mutt  and  JefT.  Will  his  act  be 
productive?  Apply  the  test:  society,  through  the  news- 
papers as  middlemen,  is  paying  this  cartoonist  a  high 
salary*,  his  product  gratifies  desires,  and  that  is  the  end  of 
production.  In  a  cartoon  the  author  had  Jeff  claim  ex- 
emption from  service  in  the  European  War.  The  officer 
qudstionctl,  and  JefT  answered,  ils  follows:  "Docs  a  wife 
depend  on  you?"  "No."  "Children?"  "No."  "Rel- 
atives?" "No."  "Then  ujjon  what  grounds  do  you 
claim  exemption;  who  does  depend  on  you?"  "Bud 
Fisher."  The  idea  here  expressed  is  literally  true.  The 
cartoonist  pro<luces  and  markets  bis  product  for  a  living. 
He  b  productive  in  the  same  sense  that  the  farmer  Is  pro- 
ductive. To  produce  is  to  pro\ide  the  means  for  supply- 
the  demands  of  the  people,  regardless  of  the  character 
demands  Production  may  take  tangible  form  or 
'ting  produced  is  desirability  whether  it 
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be  in  the  fonn  of  a  skirt-rlnnc«  or  of  a  loaf  of  bread.  But 
it  should  be  emphasized  that  the  lar^e  portion  of  pro- 
ductive enterprise  has  to  do  with  tangible  commodities. 
Science  has  demonstrated  the  inability  of  man  to  add  or 
detract  a  single  atom  of  matter;  production  must,  there- 
fore, concern  itself  with  such  changes  in  matter  as  will 
create  desirabilities  and  utilities  in  things.  Such  changes 
conasl  in  giving  a  proper  composiiion  to  things,  of  putting 
them  ID  such  form,  time,  and  place  that  they  may  serve 
the  desires  and  real  needs  of  the  people. 

9.  Social  productioa  refers  to  amimnl  rather  than  to 
price.  It  has  been  ]>ointed  out  that  social  production  is 
not  the  creation  of  price  gain.  It  is  not  true  that  produc- 
tion is  alwa\-s  the  response  to  price-paying  disposition. 
Value  and  price  are  high  in  proportion  to  the  scarcity  of 
goods,  that  is,  in  proportion  to  the  niggardliness  of  produc- 
tive capacity.  The  high  price  of  goods  and  limited  pro- 
duction of  them  arc  almost  convertible  terms.  Social  pro- 
duction is  great  to  the  extent  that  the  output  approaches 
the  stage  of  free  goods. 

10.  Individualistic  and  ScM;ial  View-Points. — IndiWduaU 
istic  or  competitive  production  must  not  be  confused  with 
social  production.  The  individual  may  grow  wealthy  at 
the  expense  of  society.  He  may  (if  a  moai^list)  with- 
hold or  destroy  a  portion  of  his  supply  in  order  to  raise  the 
price  of  the  remaining  portion.  In  any  case,  his  one  in- 
terest is  to  get  the  highest  price.  His  inttrcst  oftentimes 
runs  counter  to  the  interest  of  society;  the  cwnpetitor  in 
the  refining  of  sugar  would  like  to  sec  the  failure  of  cvcrj' 
rriiniTy  excepting  his  own. 

The  inien  *    the  production  of  general 

welfare  d  all  Ls  the  pri- 
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mar}'  problem,  the  economist  must  concern  himsdf  pri- 
marily ni-ith  social  production.  But  although  the  view- 
points of  social  and  private  production  difTer,  it  does  not 
follow  that  a  system  of  private  or  competitive  production 
works,  on  the  whole,  contrary  to  the  public  interest.  On 
the  contrary,  experience  demonstrates  the  reverse  of  this, 
and  throughout  the  civilized  world  competitive  production 
has  I>een  adapted  as  the  means,  or  rather  as  the  form  of 
productive  organizjttJon,  to  secure  the  largest  social  pro- 
duction. 

In  other  words,  society  as  a  whole,  through  the  agency 
of  governments,  is  master  and  manager  of  its  productive 
machinery.  There  are  different  ways  in  which  this  ma- 
chinery may  be  organized  and  sodety  will  adopt  the  man- 
ner which  the  majority  believes  will  yield  the  largest  social 
production.  And  at  the  present  it  has  chosen  the  private 
or  competitive  form  of  organization.  Competitive  produc- 
tion is  to  be  regarded  as  a  means  to  that  which  is  first, 
forcmoGt,  and  primary  in  consideration  -  -social  production. 
The  economist  who  rests  his  case  with  a  discusaon  of  com- 
petitive production  does  not  grasp  the  problem,  mistakes 
the  means  for  the  end,  cannot  see  the  town  for  the  houses. 

Private  production  is,  in  nature,  acquisitive;  its  com- 
mand is  to  acquire  possession  of  that  which  will  buy  or 
otherwise  obtain  from  others  the  objects  of  individual  de- 
firev  To  get  possession  is  the  individual  producer's  idea  in 
competitive  production.  Social  pro<luction  asks  not  who 
owns,  but  what  new  desirabilities  and  utitilics  arc  created? 
It  consists  in  so  changing  materials  by  compounding,  stiap- 
ing.  or  placing  them  in  lime  and  location  as  to  create  in 
society  new  utilities  and  desirabilities.  It  consists  further 
In  rendering  services  which  do  nut  take  materia!  form. 
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.selling.  Both  as  self-etnplaye<l  midilkmcn  for  a  profit  are 
entrepreneurs. 

The  laclory-owDcr  as  entrepreneur  is  a  self-employed 
micidleman  who  buys  raw  materials  and  undergoes  the 
costs  of  preparing  and  selling  them,  in  the  form  of  finished 
goods,  to  the  trade  for  a  net  gain.  He  may  buy  iron  ore 
and,  through  several  processes,  convert  it  into  steel  prod- 
ucts of  different  forms  and  shapes  to  suit  his  purpose;  may 
buy  logs  and  convert  them  into  handles,  spokes,  axles,  and 
so  on  to  suit  his  need;  may  buy  paint  ingredients  and  com- 
pound them  into  durable  form  and  bright  color— when  all 
is  done  and  the  different  parts  assembled,  these  crude  ma- 
terials will  have  taken  the  finished  form  of  wagon,  mow- 
ing-machine, or  what-not  that  he  cared  to  produce. 

As  middleman,  or  in  the  capacity  of  entrepreneur,  he  is 
owner  of  the  materials  he  handles.  If  as  entrepreneur  this 
man  uses  his  own  money,  we  may  say  that  in  a  sense  he 
borrows  it  from  himself  in  his  other  capacity  as  a  capital- 
ist. And  he  must  count  this  interest  relinquished  as  a 
cost  equal  to  that  which  he  would  secure  in  the  capacity  of 
a  capitalist,  should  he  loan  this  money  to  another.  With 
this  capital  (owned  or  borrowed)  he  constructs  a  plant, 
rents  land  and  other  needed  agencies,  buys  equipment, 
hires  labor,  and  lays  in  raw  materials.  All  these  outlays 
are  money  prices  paid  for  the  scr\'ices  of  men,  for  the  use 
of  capital  and  other  agents,  and  for  the  raw  materials 
bought  outright.  These  things  and  services  are  his  own 
private  property  to  do  with  as  he  will  for  such  time  as  he 
has  contracted  and  paid  for  them. 

14.  The  Entrepreneur  as  Servant  of  Demand. — This  in- 
troduces another  point:  though  independent  owner,  with 
the  liberty  to  dispose  of  his  possesions  at  will,  is  not  his 
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course  of  action,  after  all,  determined  for  him  rather  than 
by  him  ?  I  answer,  it  is.  His  buMness  is  a  privately  owned 
public  intermediary  through  which  the  forces  of  suf^ly 
and  demand  operate.  Tf  a  change  in  season  lowers  the 
demand  for  straw  hats,  the  cheapening  effect  ts  passed 
back  to  the  entrepreneur,  who,  in  turn,  passes  it  back,  in 
the  form  of  lower  prices,  to  the  eariier  producers  who 
furnish  raw  materiaU-  These  will  diminish  their  output, 
And  finally  cease  producing  if  the  prices  they  receive  be- 
come less  than  their  costs.  This  will  be  true  of  every 
commodity  wiiich  becomes  unfavorably  affected  by  changes 
in  styles,  seasons,  or  by  the  substitution  of  other  goods. 
If  on  the  liuppty  side  favorable  weather,  new  inventions, 
improved  methods,  or  new  tii3Co\eries  of  raw  materials, 
should  lower  the  costs  of  output,  this  cheapening  efTcct 
is  passed  to  the  entrepreneur  and,  through  him,  trans- 
mitted to  consumers  in  the  form  of  lower  prices. 

The  entrepreneur  is  serx'ant.  not  master,  of  these  natural 
forces  of  demand  and  supply.  His  ability  to  forecast 
changes  and  make  contracts  to  take  advantage  of  them 
is  his  source  of  profits.  Changing  demands  affect,  through 
the  medium  of  entrepreneurs,  corresponding  changes  in 
the  organiTation  of  productive  agendes.  But  the  output 
of  these  agencies  Is  restricted   becaiL';e  the  agencies  are 

emselves  limited.  The  equating- point  between  supply 
demand  U  price.  TTius  the  entrepreneur  fixes  prices 
and  determines  what  shall  and  what  shall  not  be  produced 
only  in  the  sense  that  he  is  a  self-employed  agent  to  direct 
the  operations  of  the  limited  productive  agents  to  meet 
the  demands  of  consumers. 

ij.  The  Uses  of  Materials. — Wc  have  seen  that  produc- 
tion is  used  in  two  senses — competitive  or  acquisitive,  and 
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social.  To  get  purchasing  power,  by  creating  it  or  other- 1 
wise,  is  the  competitor's  aim.  His  selfish  aim,  however,, 
generally  redounds  to  the  public  welfare.  Social  produc- 
tion works  to  the  end  of  greater  abundiuice.  Tlie  indi- 
vidual with  purchaang  ]iower  may  remain  idle  and  buy 
what  others  produce.  But  society,  taken  as  a  whole,  must 
produce  or  starve. 

Material  production  creates,  as  above  stated,  not  an 
atom  of  matter,  but  new  uses  in  things.    A  few  examples 
will  make  this  clear.    The  pen  is  one  thing,  and  the  uses 
which  Sow  from  it  is  another.    Apples  are  one  thing,  tJie 
tree  or  agency  giving  them  another.    In  the  economic 
sense  the  dlfTerence  between  a  draft-horse  and  a  dead  horse 
is  that  one  can  and  the  other  cannot  give  off  uses.    All 
that  one  wants  with  a  hou.se  is  the  uses  it  will  bear.    N'o  i 
one  would  jtay  for  a  hou.se  located  in  a  desert  or  polar' 
region  beyond  the  reach  of  man.    A  sunken  ship  at  the; 
bottom  of  the  sea  may  be  as  physically  perfect  as  the 
swift  French  liner,  Rochambeau,  yet  it  could  conunand 
not  a  penny  in  exchange.    The  only  difference  betwcea  fl 
gold  in  the  moon  and  gold  in  a  national  bank  is  tliat  one 
is  worth  zero  and  the  other  one  hundred  cents  on  the  dol-  ^^ 
lar — and  this  solely  because  the  one  is  at  the  pn^>er  place  ^| 
to  render  uses,  whereas  the  other  is  not.    It  is  wholly  be- 
cause of  the  uses  of  things  that  they  have  desirabilities^ 
and  utilities. 

16.  Direct  and  Indirect  Uses  of  Money. — The  coal-mine, 
the  well  of  water,  the  storage  plant  full  of  goods,  and  the 
money-bag  contain  uses  in  the  form  of  goods  which  they 
yield  up  at  the  will  of  man.  Likewise  the  tree,  tic  horse, 
the  farm,  and  the  engine  contain  uses  in  the  form  of  apples, 
services,  crops,  and  power  which  they  yield  up  at  the  will 
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of  man.  All  economic  goods  or  agents  contain  uses  either 
actually  or  potentially,  and  it  is  for  this  reason,  and  this 
only,  that  we  value  them,  work,  to  produce  ihem,  and  deny 
ourselves  to  save  them.  Be  it  remembered,  the  only 
reason  why  we  care  for  goods,  why  we  undergo  hardship 
for  them,  why  we  value  and  price  them,  is  the  uses  which 
Ihcy  actually  or  potentially  contain  and  will  surrender  to 
our  needs. 

As  the  years  come  and  pass  out  during  the  life  of  man, 
so  with  his  desires.  And  he  must  make  provision  to  meet 
the  desires  that  will  be,  as  well  as  those  that  arc.  The 
uses  of  durable  agents  ripen  through  lime.  No  ingenuity 
can  get  all  the  uses  of  the  field  in  any  one  year,  but  its 
potential  uses  become  actual  as  time  passes  and  needs 
arise.  As  we  sever  the  maturing  coupon  from  the  bond  at 
the  interest -paying  date,  so  we  must  await  the  proper  sea- 
son to  sever  grass  from  the  field  and  fruit  from  the  tree. 
Productive  agents  mature  their  yields  in  recurring  order: 
The  fleece  of  the  sheep  and  the  crop  of  the  field  recur  annu- 
all)',  milk  from  the  cow,  and  eggs  from  the  nest  recur  daily. 
What  the  bond  is  to  the  coupons  attached,  productive 
agents  arc  to  their  recurring  yields.  And  as  the  bond  is 
priced  according  to  the  number,  size,  and  maturing  date 
of  its  attached  coupons,  so  durable  agents,  the  parent 
stems  of  future  j-ields,  are  priced  according  to  the  number, 
size,  and  maturing  date  of  their  recurring  uses.  In  capital- 
izing durable  agents,  we  are,  so  to  speak,  pricing  the  scr- 
\'ices  locked  up  in  them. 

Wc  capitalize  these  services  whether  direct  or  indirect. 
Clothing  is  valuable  for  the  warmth  it  yields,  wool  for  the 
clothing  it  makes,  sheep  for  the  wool  they  produce,  and 
pastures  for  the  feed  Ihcy  supply.    The  steaming  cup  of 
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coffee  has  direct  us«s  in  the  hands  of  the  &nal  consumer, 
but  a  moment  previous  to  that  they  belonged  to  the  res- 
taurant-keeper, and  were  to  him  what  a  hoe  is  to  a  farmer 
— simply  a  means  of  obtaining  a  livelihood.  As  such  they 
were  an  agency  or  means  of  getting  some  thing  else;  that 
is  to  say,  indirect. 

Note  further:  it  took  heat,  pot,  water,  and  cofTcc-grain 
to  make  that  cup  of  coffee.  The  uses  of  these  several 
agents  were  compounded  into  one  final  use.  And  these 
several  uses  were  themselves  the  joint  product  of  different 
agents;  as  such  they  were  compound  uses.  The  agents 
producing  them  worked  successively  as  land,  coffcc-tree, 
coflce-grain,  transportation  facilities,  grinding-mill,  middle- 
man, and  so  on.  In  this  case  the  land  uses  are  most  in-  ^^ 
duect.  Thus  the  productive  process  proceeds  from  sun-  H^ 
pie  uses  to  compound,  and  from  most  indirect  to  direct. 
The  productive  agents  work  successively  and  simultane- 
ously in  transforming  indirect  into  direct  usics. 

With  the  development  of  civilization  production  takes  a 
more  circuitous,  roundabout,  or  indirect  method.  In  at- 
tempting to  analyze  this  process  the  older  economists 
attempted  to  classify  concrete  material  agents  as  direct 
and  indirect.  Their  labors  were  in  vain;  they  might  as 
well  have  reasoned  regarding  a  perpetual  motion.  All  the 
uses  of  a  hoc  are  indirect  and  it  may  be,  therefore,  an  in- 
direct good.  The  uses  of  bread  at  the  time  of  6nal  con- 
sumption are  direct  and,  at  that  time,  bread  is  a  direct 
good.  But  other  goods  render  both  direct  and  indirect 
uses  at  the  same  time. 

As  an  ornament  pleasing  to  the  eye,  Velvet  Joe's  big 
pipe  bears  direct  uses,  but  as  a  means  to  the  pleasure  de- 
rived from  the  "glowing  weed"  it  is  an  indirect  good. 
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The  train  carr)ing  both  freight  and  passengers  b  render- 
ing both  kinds  of  uses. 

The  puriHjsc  of  the  owner  makes  goods  both  direct  and 
indirect.  The  farm  wife  has  two  buckets  of  milk,  alike  in 
al)  respects;  she  will  use  the  one  directly  and  fatten  the  pig 
with  the  other. 

The  same  good  may  be  direct  at  one  time  and  indirect 
at  another.  If  ymi  ride  the  horse  his  serxices  arc,  for  the 
time,  direct,  but  if  you  hitch  him  to  the  plow,  his  ser- 
vices are  indirect— an  agent  to  get  a  crop.  The  uses  of 
goods  may  be  classified  as  direct  and  indirect,  but  goods 
themselves  cannot  be  so  cla.s<iified.  We  think,  deal  in.  and 
appraise  goods  according  to  their  uses,  therefore  there  is  no 
significance  in  a  cla.ssiBcation  of  goods  were  this  possible. 

17.  The  agencies  which  the  entrqircneur  uses  for  pro- 
ducing these  desirable  changes  in  materials  arc  of  many 
kinds  and  u.seil  for  many  puqiuses. 

(a)  Composition:  All  are  familiar  with  certain  agencies 
for  com[X)unding  materials  so  as  to  add  to  their  uses. 
Among  these  agencies  are  the  materials  used  in  making 
medicines,  explosives,  liquors,  in  cooking  foods,  in  con- 
verting iron  into  dteel  or  hides  into  leather.  AU  chemical 
and  biological  agencies  are  of  this  class,  which  alter  the 
chemical  content  and  material  composition  of  things. 

(6)  Form :  A  change  in  form ,  such  as  converting  a  briar- 
root  into  a  pi|>e  or  a  log  into  a  piano-ca.sc,  <toes  not  involve 
a  chemical  or  organic  change  in  matter.  The  lace-knitting 
machine  that  arrangL-s  gossamer  into  fantastic  shapes,  ma- 
chines for  spuming,  weaving,  tools  that  extract  coal  from 
the  mine,  stone  from  the  quarry,  and  water  from  the  well, 
form  implements  to  gather  grain,  dig  ditches,  and  split 
rails— these  are  agencies  for  changing  the  form  of  things. 
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(c)  Place:  Every  traJisporling agent— cart,  horse,  train, 
hod-carritT,  or  other— that  removes  a  thing  from  a  place 
where  it  has  little  use  to  where  it  is  more  needed,  is  a 
productive  agent  adding  to  the  desirabilities  of  materials. 

(J)  Time:  There  are  agencies  which  add  to  the  uses  o( 
things  by  preserving  them  to  such  time  as  they  are  most 
needed.  Granaries,  cellars,  cold-storage  plants,  jars  for 
canning,  and  other  presc^^-ative  agencies  are  exemplary. 
Also,  there  are  agencies  for  producing  things  before  their 
normal  season,  for  instance,  greenhouses,  ice- factories,  and 
incubators. 

All  these  agencies  may  play  a  part  in  furnishmg  tlic 
same  good.  There  is  a  change  in  composition  when  kc 
is  frozen,  a  change  in  form  wlien  it  is  cut  into  cakes,  a 
change  in  place  when  it  is  put  into  the  ice-house,  a  change 
in  time  when  kept  until  the  warm  summer  months. 

i8.  Exercises. — i.  Operations  of  nations  which  are  at 
war  are  carried  on  successively  and  simultaneously,  and  the 
same  may  be  said  with  respect  to  the  operations  of  indus- 
tries in  times  of  peace.  Explain  fully  the  meaning  of  this 
statement. 

3.  What  is  meant  by  the  statement  that  industries  arc 
established  in  obedience  to  the  demands  of  the  people? 

3.  What  is  meant  by  the  automatic  adjustment  of  in- 
dustries to  one  another  throughout  society  ? 

Is  such  adjustment  made  upon  a  physical  basis  or  upon 
a  basis  of  profits? 

4.  Would  it  be  correct  to  say  that  there  is  always  a  ten- 
dency toward  a  complete  adjustment  of  industries  to  one 
another,  but  that  such  adjustment  is  never  fully  attained? 

If  the  statement  is  correct  explain  why  such  adjustment 
is  never  reached. 

5.  Why  does  the  extensive  inlroducUon  of  machinery 
kito  industry  bring  about  quantitative  precision? 
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6.  What  forces  are  now  operaiivc  in  industty  that  cause 
the  services  of  men  to  be  standardized? 

7.  Define  production.  Is  the  test  of  production  material- 
ity of  result  ?    Comracndabiiity  of  result  ?    Useful  service? 

8.  Is  a  franchise  productive?  The  lawyer  who  gets 
guilty  men  acquitted?  A  counterfeiter?  A  whiskey- 
maker  ?  A  painter  of  obscene  pictures  ?  A  roulette-table  ? 
A  burRlar's  jimmy?    A  burRlar?    Explain.    (Davenport.) 

9.  What  are  the  functions  of  the  entrepreneur? 

Is  the  entrepreneur  in  a  large  factory  the  manager? 
The  board  of  directors  ?    The  stockholders  ? 

10.  Can  the  entrepreneur  tell  how  much  he  can  afford 
to  pay  for  the  use  of  a  factor  ?  Is  this  the  same  as  telling 
wliat  its  separate  scrWce  is?  How  may  a  thing  in  its 
actual  use  coat  the  entrepreneur  more  than  he  pays  to  get 
it?    (Davenport.) 

IE.  If  entrepreneurs  generally  get  more  skilful,  what 
is  the  effect  on.  their  profits?  On  the  wages  of  laborers? 
(Davenport.) 

12.  ;Vn  economic  good,  such  as  a  pen,  a  horse,  a  car,  or 
a  food-product,  cannot  be  classified  for  all  purposes,  either 
as  a  direct  or  as  an  indirect  good.    Why  is  thLs  so? 

13.  They  arc  only  the  economic  u.ses  of  goods  which 
may  be  classified  as  direct  or  indirect.  Explain  this 
statement 
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inlciuivc  utilieation.  4.  Tuigot's  sUlcm«nt.  5.  These  fuU  cipreaeed  In 
money  tarn*.  6,  Inlca%iv«;  morEin  of  utiluaiion.  7.  ExLetuivv  nniKin  of 
uUlizition.  8.  Wbat  Jands  or  Und  use  stc  cultivated?  q.  Equ&Uty  of 
fnLeiuJve  ind  eiienuve  margin*,  jo.  StilKliiuUon.  ii.  The  Uv  o(  pro- 
portJAnulity.  1 ».  Birjiritg  of  pmpnrtinnuliiy  on  the  ilistribution  of  wealth. 
13.  How  the  price  of  ogenU  aRccu  proportionality.  r4.  The  eUslicUait 
of  ttctor*.  ts.  Extent  of  miirkct.  16.  (.Junatity  uid  money  rcturos.  i7a 
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I.  Complementary  Agents.— When  agents  unite  or  work 
together  in  performing  a  function,  they  complement  or  fill 
out  each  other  and  are  called  complementary  agents.  For 
instance,  the  boiler  is  worthless  without  the  engine,  and 
the  locomotive  is  valuele.ss  without  the  track.  The  wheel 
and  belt  complement  cadi  other,  and  so  with  saw  and 
carriage,  soap  and  water,  knife  and  fork,  lock  and  key.  A 
group  of  com  piemen  tar}'  goods  is  valued  as  a  whole;  if  the 
fao(&  is  missing  the  eye  is  worthless,  and  the  hook  will  be 
worth  the  same  as  both  hook  and  eye. 

In  a  study  of  the  technical  productive  process,  we  arc 
studying  the  best  quantitative  relationship  of  complemen- 
tary agents.  All  such  agents  employ  or  make  necessary 
the  use  o(  others.  As  each  member  of  a  baseball  nine  com- 
plements every  other  member  in  the  co-operant  group  of  a 
weU*baIanced  team,  so  the  building,  land,  raw  materials, 
labor,  and  varied  parts  of  technological  equipment  comple- 
ment each  other  and  become  one  large  composite  produc- 
tive agent. 
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Any  product — whether  it  be  shoes,  loaf,  doth,  hat — is 
the  product,  not  of  one,  but  of  a  number  of  agents  work- 
ing together.  Pens  alone  cannot  write;  they  must  com- 
bine with  ink,  paper,  operator.  Land  alone  cannot  pro- 
duce wheat;  it  must  combine  with  water,  seed,  labor,  and 
tools.  There  could  be  no  ride  in  the  automobile  were  a 
wheel  mis^ng,  or  the  engine  out  of  repair,  or  the  gasolene 
wanting,  or  the  cliaufleur  absent— each  complementary 
agent  must  contribute  its  bit  in  the  prtKluctlon  of  a  good 
or  service, 

2.  The  Principle  of  Re&istance. — Productive  agents  will 
not  render  their  services  gratuitously;  they  resist  our 
efform  to  compel  them  to  supply  our  needs-  .•^nd  the 
more  effort  we  exert  ujion  an  agent  the  greater  this  renist- 
ance  becomes.  In  order  to  grasp  the  significance  of  this 
principle  it  is  necessary  to  hold  two  things  In  mind:  a  lim- 
ited agent  and  static  conditions. 

A  given  area  of  land  vaW  yield  more  and  more  as  more 
aiMJ  more  labor,  tools,  and  seed  are  applied  to  it.  But 
while  the  total  yield  from  thLs  land  is  increasing,  the  re- 
turns per  unit  of  expenditure  upon  it  will  diminish.  The 
resistance  of  the  land  will  increase  with  the  increased 
prc&sure  upon  it  for  more  products.  This  may  be  illus- 
trated as  follows: 
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Tliis  illustration  shows  th^t  two  men  arc  the  most  approJ 
prialc  number  to  work  this  specific  tract  of  land  in  order 
to  get  the  highest  commodity  return  [»cr  man.  At  this 
point  begins  increasing  resistance  on  the  part  of  the  land 
to  the  further  application  of  labor.  The  commodity 
turns  to  each  successive  laborer  grow  less  and  less. 

What  is  true  of  land  is  true  of  other  productive  agents. 
If  a  manufacturer  installs  too  much  machinery,  a  part  of 
it  will  be  habitually  idle.  The  other  portions  of  his  plant 
are  too  small  to  employ  fully  the  raactuner)-;  too  much 
machinery'  is  applied  to  the  other  portions  of  the  plant,  or, 
'what  is  the  same,  too  little  of  other  things  is  applied  to  the 
machinery.  Machinery  is  the  long  factor,  other  factors  are 
short  Because  of  the  increasing  resistance  on  the  part  o£ 
the  short  factors,  the  pliysical  or  commodity  returns  t 
each  additional  machine  grow  less  and  less.  If  the  build 
ing  is  ihe  long  factor  each  foot  of  idle  si»ace  is  physically 
an  excess  and  is,  when  translated  into  price  terms,  carried 
as  an  unnecessar)'  cost-  Again,  an  exce^ive  office  force 
makes  this  the  long  factor,  and  the  resistance  to  further 
production  on  the  part  of  the  short  factors  causes  a  dimin- 
ishing return  of  the  phy^cal  product  for  each  addition  to  ^a 
the  office  force.  H 

If  there  were  no  physical  resistance  on   the  [wrt  of 
agencies  to  produce,  one  hammer  woukl  drive  all  the  nails 
the  community;  one  farm  would  feed  the  wcwld;  one 
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bborcT  could  do  all  the  work;  one  productive  agent  alongfl 
any  line  would  be  a  national  supply.  ^^ 

Resistance  limits  the  supply  of  products  coming  from 
any  one  agent.  Thus  resistance  is  the  cause  of  the  scarcity 
and  consequently  the  price  of  commodities,  The  greater 
the  resistance  of  a  productive  agent,  the  greater,  of  course, 
is  the  '  additional  uses. 
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3,  Physical  Intensive  Utilization. — If  we  take  a  limited 
agent,  as  a  planing- mill,  it  will  becomt;  the  short  factor  as 
we  add  more  and  more  to  the  labor  force,  to  building,  to 
other  machinery',  and  to  raw  materials.  This  short  factor 
becomes  unable  to  back  up  the  longer  factors,  and  they 
produce  a  diminishing  commodity  return.  It  may  be  pos- 
sible to  get  stiU  further  uses  from  the  planing-mill  by 
worlcing  it  more  intensively,  but,  to  speak  in  terms  of  price, 
the  resistance  ma.y  be  such  that  the  cost  of  harnessing 
further  uses  from  the  machine  will  outweigh  the  price  of 
such  uses. 

Getting  more  and  more  commodity  returns  from  any 
agent— farm,  engine,  horse,  laborer,  house,  or  other— by 
applying  more  of  other  things  to  it  is  called  phytic^ii  inten- 
sive ulUizaficn. 

4.  Turgot'8  Statement. — ^The  early  resistance  of  an 
agent  is  comparatively  difficult  to  overcome.  Productive 
agents  arc  "b'kc  a  spring  which  Is  forced  to  bend  by  being 
loaded  with  a  number  of  equal  weights  in  succession.  If 
the  weight  is  light  and  the  spring  Ls  not  very  flexible,  the 
effect  of  the  first  load  might  be  almost  nil.  WTien  the 
weight  becomes  sufficient  to  overcome  the  first  resktance, 
the  spring  will  be  seen  to  yield  perceptibly  and  to  bend; 
but,  when  it  has  bent  to  a  certain  point,  it  will  offer  greater 
resistance  to  the  force  brought  to  bear  on  it,  and  a  weight 
which  would  have  made  it  bend  an  inch  will  no  longer 
bend  it  mure  than  half  a  line."'  And  the  same  noted 
author  goes  on  to  remark,  on  the  cultivation  of  the  soil  as 


■  Ttds  was.  I  believe,  the  lint  iDtulralion  o(  Ihe  priaciple  by  an  emnomlsL 
It  wm  wTittcn  about  176S  by  A.  K.  F.  Turgot,  <tn  «  pruc  «w«y  subnuttcd 
to  him.  Sm  Camtui'*  TbcoHa  o(  Production  uid  DiitribuLioa,  pp.  14;- 
148. 
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foUovrs:  "If  it  were  once  tilled  the  prcxluce  will  be  greater;; 
tilling  it  a  .second,  a  third  Lime,  mij^ht  not  merely  double  and 
triple,  but  qUHdru[)le  or  decuple  tlic  prCHlucr.  which  will 
thus  augment  in  a.  inut  h  hirgci  proportion  than  the  ad- 
vances increase,  and  that  up  to  a  certain  jwmt.  at  which 
the  pro<luce  will  be  aii  great  a.s  postuble  (Xinipared  with  the 
advances.  Pa.sl  this  jwint,  if  the  advances  be  t>till  io- 
creased.  the  produce  will  still  increase,  but  less,  and  alwa^'S 
less  and  less  until  the  fecundity  of  the  earth  being  ex- 
hausted, and  art  unable  to  add  anything  further,  an  ad- 
dition to  the  advances  will  add  noiLing  whatever  to  the 
produce." 

This  illustration  shows  that  the  initial  re^stance  of 
agents  is  strong,  that  after  the  initial  advances  are  made- 
resistance  grows  less  and  less  up  to  a  point  (maximum 
commodity  returns)  where  it  again  grows  stronger  and 
stronger  as  further  advances  are  made. 

5.  Theae  Facts  Expressed  in  Money  Terms. — The  facts 
brought  out  b\'  this  study  of  the  physical  adjustment  of 
factors  relative  to  commodity  returns  may  be  expressed 
in  terms  of  moncj'  coat  and  price  returns.    Put  differently, 
an  agent  gives  off  few  uses  for  the  first  expenditures  upon 
it,  after  which  it  gives  off  more  uses  per  unit  of  expenditure 
up  to  a  point  where  it  begins  to  gi\'e  less  and  less  money 
returns  for  each  additional  expenditure.    The  entrepre- 
neur will  not  make  further  expenditures  upon  an  agent      ^^ 
when  llie  point  is  reached  where  the  use  given  off  by  the^f 
agent  is  no  larger  than  tlie  expenditure  made  to  get  it.  ^^ 
This  point,  where  the  price  of  the  income  from  an  agent  is 
no  larger  than  the  outgo  to  get  it.  is  called  the  inktisipe 
margin  of  utilization.    It  marks  lli^  -int.  or  mar- 

gin at  which  Uic  iri''":t->-i    ■  ■'■  -  ;  case. 
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6.  Intensive  Maisin  of  Otilizfttioa.  -Land  is  intensively 
cultivated  by  erecting  higher  buildings  upon  it,  or  by  dig- 
ging further  down  into  it,  or  by  any  other  means  which 
tends  to  get  more  and  more  returns  from  it.  But  there  is 
a  ddinite  economic  limit  to  the  height  of  building,  or  to 
the  depth  of  digging,  or  to  the  care  of  cultivation.  Wc 
stop  at  the  point  where  loss  would  be  incurred  by  goinjj 
further,  where  the  increasing  cost  comes  to  equalize  the 
diminishing  price  return,  or,  in  other  words,  at  the  margin 
of  intensive  cultivation.  A  use  is  valueless  which  would 
be  worth  do  more  tiian  the  cost  of  harnessing  it-  Then, 
the  marginal  uses  of  an  agent  are  valueless,  but  man  will 
undergo  no  effort  for  a  valueless  use,  therefore  marginal 
uses  are  not  cultivated.  Thcorcticully,  cultivation  ex- 
tends down  to,  but  does  not  attempt  to  harness  the  usea 
on  or  bclnw  the  intensive  margin. 

7.  Extensive  Margin  of  Utilizatioii.— It  was  the  princi- 
ple of  resistance  in  the  cultivation  of  land  which  caused 
Abraham  to  depart  from  Lot.  "The  land  was  not  able 
to  bear  them,  that  they  might  dwell  together."  Were 
there  00  principle  of  resistance  in  land,  a  small  area  would 
provide  for  all.  There  would  be  no  land  rents,  no  trans- 
portation coats,  and  ever>'  economy  of  localized  industry 

be  enjoyed.     Why  migrations,  and  why  arc  all  in- 
itablc  parts  of  the  globe  occupied?     The  one  answer 
Is  the  principle  of  the  increasing  resistance  of  land. 

If  a  colony  settles  In  a  new  countrj',  it  will  (fertility, 
location,  and  all  things  considered)  occupy  the  best  grades 
of  land  first.  As  the  peculation  increases,  or  as  foreign 
markcis  de\'elop.  or  as  increasing  standards  of  the  pet^lc 
call  forth  higher  prices  for  poods,  this  land  will  be  more 
iotcn^vely  cultivateti.    Increa^g  resistance  will  make  it 


i 


35S 


Introduction  to  Economics 


more  and  more  difficult  t.o  supply  their  ni^s  from  this 
land.  Rather  than  cultivate  this  one  tract  at  too  large 
an  expense  it  will  be  more  profitable  to  occupy  the  next 
best  tract.  And  with  further  demands  for  land  products 
poorer  and  poorer  tracts  will  be  cultivated.  Extending 
cultivation  out  to  cover  additional  tracts  of  land  is  called 
extensive  cuUivation.  The  outer  edge  or  margin  to  which 
cultivation  extends  is  the  extensive  margin  of  cultivation. 

8.  What  Lands  or  Land  Uses  are  Cultivated?— All  land 
under  cultivation  is  valuable.  Men  do  not  labor  to  har- 
ness a  valueless  use,  and  this  they  would  do  should  they 
cultivate  valueless  land.  The  heaviest  expenditures  are 
justified  only  upon  the  most  valuable  land.  One  is  marked 
as  a  poor  business  man  who  makes  lavish  expenditures 
upon  cheap  land.  The  least  valuable  land  of  all  can  com- 
mand the  least  application  of  labor  and  capital  upon  it. 
Worthless  land,  like  the  scrap-heap  machine,  is  abandoned, 
not  because  there  are  no  possible  uses  in  it,  but  because 
the  cost  of  harnessing  these  uses  would  be  more  than  they 
are  worth. 

Those  who  object  to  this  view  make  this  well-sounding 
fallacy:  "Yes,  men  will  cultivate  worthless  land,  so  long 
as  they  get  a  fair  return  from  the  capital  applied  to  It." 
This,  I  may  say.  is  tlic  only  point  of  any  significance  favor- 
ing the  contention  that  valueless  land  is  culti\'atcd.    And 
it  is  easily  set  aside.    We  have  seen  in  the  reasoning  on 
DMnplemcntary  agents  that  land,  tools,  seed,  and  labor 
jointly  produce.    Any  one  of  these  agents  alone  is  non- 
productive.   And  a  return  from  their  joint  action  is  to  be 
attributed,  not  to  one  or  two  but  to  all  the  causal  factor*. 
Why  attribute  the  whole  return  lo  capital  when  land  is 
an  absolute  essential  in  pi 
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tar>-  agents  unite  into  one  composite  productive  unit,  as 
do  the  parts  of  a  clock  into  one  timepiece,  but  no  one 
would  be  so  foolish  as  to  attribute  the  time-keeping  quality 
to  the  dial,  and  value  it  to  the  exclusion  of  the  other  parts. 
Now.  the  tools,  seed,  and  labor  applied  to  this  land  are 
vaJuable  solely  because  of  what  they  produce,  and  for  pre- 
cisely the  same  reason  the  land  is  valuable,  for  indeed  il  ts 
Joint  partner  with  the  other  factors  in  producing  exactly 
the  same  thing. 

The  point  at  which  cultivation  ceases  or  the  line,  so  to 
speak,  which  marks  off  the  valuable  from  the  valueless  land, 
is  called  the  extensive  margin  cf  (cuitivation)  ulUisatitm. 

TlieFc  is  an  extensive  utilization  of  all  forms  of  produc- 
tive agents.  The  intensive  utilization  of  a  planing-mill 
grows  more  and  more  inconvenient  and  costly.  As  its 
resistance  increases  the  otlicr  (long  factors)  show  diminish- 
ing returns.  This  will  justify  the  installation  of  another 
planing-mill.     And  so  for  all  productive  agents. 

9.  Equality  of  Intensive  and  Extensive  Margins. — If  a 
farmer  has  an  extra  hundred  dollars,  will  he  bring  more 
land  under  cultivation  or  more  intensively  utilize  land  now 
under  tillage  ?  His  desire  to  receive  the  largest  net  return 
will  cause  him  so  to  distribute  his  expenditures  as  to  keep 
the  two  margins  at  an  equality.  Should  the  field  inten- 
sively cultivated  offer  the  larger  returns,  it  will  pay  to 
continue  investing  upon  it  until  its  margin  is  lowered  to 
the  point  where  its  money  return  etjuak  that  of  the  exten- 
margln. 

;aln,  one  attempts  to  withdraw  his  capital  from  the 

paying  occupation  in  order  to  invest  it  in  the  more 

[remunerntive  occupation.     By  withdrawing  capital  from 

re  relatively  too  much  is  employed  he  raises  the  mar- 
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gin  and  thus  Increases  the  retyriis  from  each  unit  of  capt* 
tal  remaining  ihfre.  And  by  applying  this  capital  to  the 
more  rcmuneralive  fieUl  the  margin  will  there  be  lowered 
and  the  returns  to  ca]>ilal  diminuihal.  In  any  caiiv,  ibc 
attempt  to  employ  capital  in  its  most  remunerative  em- 
ploj'-ment  tends  tu  equalize  the  returns  to  capital  in  aO 
cmplojnnents. 

10.  Substitution.  —During  the  course  of  production 
entrepreneurs  find  it  necessary  to  substitute  one  thing  for 
another,  one  t>'pe  of  labor  for  another,  new  inventions  for 
old.  a  larger  machine  for  a  smaller,  or  vice  versa,  and  so  on. 
The  purpose  of  substitution  is  to  bring  about  a  better  ap- 
portionment or  adjustment  of  the  factors  of  production. 
This  is  also  concerned  with  such  problems  as  lengthening 
short  factors,  or  of  eliminating  waste  by  shortening  factors 
which  are  unnecessarily  long. 

A  certain  factor  is  found  to  hold  a  monopoly  position,  at 
times,  and  all  the  oUicr  factors  must  be  adjusted  to  it 
I'hc  flow  from  a  mineral  spring  is  limited  aod  the  other 
factors  employed  to  utilize  this  water  must  be  adjusted 
to  the  size  of  the  flow,  for  it  cannot  be  so  enlarged  as  to 
accommodate  itself  to  the  size  of  the  other  agents.  The 
same  idea  holds  with  respect  to  a  building  site  in  a  crowded 
aiy,  or  with  respect  to  a  factor  which  relatively  is  very 
costly,  or  with  respect  to  a  factor  limited  by  franchise,  or 
monopoly  right. 

To  work  out  proper  substitutions  in  order  to  maintain  a 
proper  proportion  and  balance  in  the  business  is  the  pri- 
mary problem  In  business  management.  When  such  an 
adjustment  is  readied  there  is  no  reason  for  further  sub- 
stitution, and  it  would  be  sheer  waste  !<>!':■.  ■-  further 
improve  any  of  the  productive  factors  w  :  iiprov. 
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all.  But,  unfortunately,  such  an  ideal  adjustment  is  at 
best  only  temporary. 

II.  The  Law  of  ProportionaUty. — Wc  have  now  come  to 
the  most  imiwrtaiit  tojMC  in  tconomics.  This  law  simply 
states  facts  regarding  quantitative  relationship  from  which 
most  facts  concerning  priir  nJittionships  arc  derived. 
There  is  a  best  adjustment  of  parts  to  make  a  bridge, 
automobile,  or  machine,  and,  any  part  lacking,  the  mech- 
anism works  poorly  or  not  at  all.  There  must  be  a  proper 
mixture  of  ingredients  to  produce  a  i>aint,  and  a  proper 
mixture  of  paints  to  give  us  a  painting.  These  are  physi- 
cal facts  illustrative  of  physical  adjustments. 

Industo'  consists  of  mental  processes  and  the  movement 
of  ph>'3ical  things.  Back  of  the  existing  structure  are  the 
movements  of  materials  which  gave  it  form,  and  back  of 
these  movements  were  the  thoughts  and  plans  of  where 
and  how  to  move  these  materials.  The  principle  guiding 
these  thoughts  and  shaping  these  materials  into  finished 
structures  is  the  law  of  proportionality.  This  law  teaches 
how  to  add  to  the  iierviceability  of  things  by  giving  them 
proper  combination.  The  work  of  farmers,  merchants, 
cooks,  chemists,  engineers,  transporters,  and  miners  is  to 
move  or  combine  things  so  that  natural  forces  may  operate 
to  give  desired  results.' 

There  b  an  old  sajn'ng  that  "too  much  of  a  good  thing 
is  bad."  Water  is  so  good  as  to  be  an  absolute  essential 
to  life,  but  too  much  of  it  fills  the  cellar,  floods  the  valley, 
and  makes  swamps.     No  crop  could  be  produced  without 

but  too  much  of  it  destroys  the  crop.     If  a  dry  plain 

and  KMBC  of  the  ttliuiruions  used  la  thb  puagnph  ue 
in,  and  ait  token  from,  ProfcsMi  Carver's  £isa)s 
fiec  panicuUrly  hU  t-haplir  XI. 
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(ails  to  produce  for  want  of  water,  a  awamp  refuses  to  pro- 
duce for  the  opposite  reason^too  much  water.  The  owner 
of  the  dry  plain  would  like  to  buy  water,  whereas  the  swamp- 
owner  would  regard  iL  a  privilege  to  give  it  away.  Its 
price  or  want  of  price  depends  upon  the  physical  fact  of 
proportionality.  The  swamp-owner  reasons:  "More  water 
Jess  crop;  loss  water  more  crop."  The  remedy  for  b<Jth  of 
these  cases  is  to  move  water;  move  it  from  places  of  abun- 
dance to  places  of  scarcity.  The  entrepreneur  constantly 
deals  with  substitutions  to  bring  about  the  proper  adjust- 
ment. The  proportions  with  which  he  deals  are  variable. 
and  a  chief  duty  of  his  is  to  redistribute  his  resources  from 
time  to  time  so  as  to  cut  down  long  factors  and  add  to  the 
short  ones.  If  he  is  a  manufacturer  of  gunpowder,  he 
knows  that  his  product  results  from  the  mixture  of  char- 
coal, saltpetre,  and  sulphur,  and  further,  that  Ok  sfiorl factor 
TviU  be  tfte  limiting  J actot . 

He  may  have  enough  charcoal  and  saltpetre  to  make 
20,000  kegs  of  powder,  but  if  he  has  only  enough  sulphur 
to  make  500  kegs,  the  short  factor— sulphur — will  limit 
his  total  product  to  500  kegs.    He  might  double  or  quad- 
ruple the  long  factors,  but  to  00  effect  on  the  i'mal  output 
Should  he  double  the  short  factor,  however,  the  forthcom-  ^| 
ing  product  would  be  doubled.    In  this  case  the  increased 
product  would  be  attributed  to  the  short  factor.    This 
majiager  could  well  afford  to  pay  a  high  price  for  sulphur,  ^, 
but  he  would  not  be  justified  in  a  large  outlay  io/t  the^H 
other  two  factors.     It  is  thus  shown  again  that  the  market  ^^ 
conditions  respecting  productive  agents  arc  based  upon 
the  physical  fact  of  proportionality.    Da^-cnpOTt's  slat 
mcnt,  "The  ultimate  determinant  of  the 
product  is  to  be  found  to  fl       arcity  of. 
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factors  upon  which  the  forthcoming  of  the  product  is  con- 
ditioned." '  Dut  this  hixks  strict  accuracy  in  that  it  is  the 
relatively  short  factor  which  timits  supply  and  thus  ac- 
counts  for  high  price. 

12.  Bcuing  of  Proportionality  on  the  Distribution  of 
Wealth.— When  we  speak  of  the  distribution  of  wealth  wc 
mean,  strictly  speaking,  a  distribution  of  ini;oinc.  And  a 
study  of  economic  distribution  is  an  attempt  to  account 
for  the  corapiLralive  ^e  of  the  shares  of  income  which  go 
to  the  different  agents  (or  their  owners)  which  produce 
the  income.  It  attempts  to  aaswer  the  question,  Why  do 
some  agents  get  so  much  of  the  income  while  others  get  so 
little  ?  All  shares  of  distribution  are  not  governed  by  the 
same  economic  principles.  With  respect  to  the  principles 
governing  thera  the  shares  arc  divided  into  four  dasses — 
Rent,  Interest,  Profits,  and  Wages.  Thej"  may  be  indi- 
cated with  respect  to  the  agents  producing  them  as  follows: 


Rent*-" 

lalucet 


IZ'''^'\  il  Things  and  Men  (fnt«P«"eiir«7*Pn>fiU 
■•-■  Capital;         ^  ILaborcts  ■•-♦  Wages 


For  the  sake  of  clearness  let  us  repeat  a  statement  pre- 
viously made:  The  order  of  thought  is  from  the  price 
of  the  product  to  the  price  of  the  productive  factor.  If 
the  product  is  scarce  and  high-priced,  then  a  high  price 
will  be  paid  for  the  use  of  the  productive  factor.  The 
causal  sequence  runs  from  product  to  agent;  it  never  runs 

1  Ecoooduca  o(  Enieiprise,  p.  455.    Tltis  b  (luoted  from  Daveapoit's 
dltfiUr  VIII.  wfaidi  ill  reromin ended  to  the  readen  of  thU  book  as,  in  my 
nncnt,  Ihe  most  dnr-i-ut  anftlysii  in  print  of  the  relation  of  cost  to 
Totuc  Ui9  own  «<}rif  t«  cxpresa  his  line  of  thouKhl:  "The  caasd 
le  supply  bkIc  of  the  problem  runs  from  Ihc  relative  scarcity  of 
■■  tu  the  rdalitrly  high  price  of  the  proclurt,  (hence  ta 
"iiTirraCion  of  the  factor"  (p.  tti).    Note  his  4>pli- 
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in  the  o[:^>osite  direction.  If  a  productive  agent  is  very 
scarce,  it  would  be  vicious  reasoning  to  hop  directly  to  the 
conclusion  that  it  is,  therefore.  ver>'  high-priced.  The 
order  of  thought  is:  Supply  of  productive  agent  ••-»■  supply 
of  product  ■-*  price  of  product »-»  and,  lastly,  to  price  of 
productive  agent.  I 

Because  the  scarce  factor  limits  the  product,  the  high 
price  of  the  product  will,  in  turn,  cause  a  high  price  to  be 
paid  for  the  use  of  the  short  factor.  Again,  to  increase  the 
short  factor  has  the  effect  of  Increasing  the  product;  unit 
for  unit  the  short  factor  is  most  productive  and  (he  loog 
factor  less  productive.  The  greatest  productive  need  is 
met  by  adding  to  the  supply  of  the  shortest  factor,  and  he 
who  adds  most  to  the  short  factors  adds  most  to  produc* 
tion.  The  high  price  for  scarce  products  reflects  a  high 
price  back  to  the  short  factor;  thus  he  who  produces  mostj 
gets  most.  If  sulphur  is  the  short  factor  in  the  output  of 
gunpowder,  he  who  adds  most  to  sulphur  adds  most  to 
the  gunpowder,  and  the  high  price  of  gunpowder  will 
reflect  the  highest  reward  back  to  the  producer  of  sulphur. 
And  in  all  cases  where  desirabilities  and  utilities  coincide, , 
he  who  gets  most  is  worth  most  to  society. 

If  a  capital  instrument  is  the  short  factor  and  labor  the 
long,  the  capital  instrument  will  secure  more  of  the  product 
as  its  share.  Similarly,  different  grades  of  labor  arc  needed 
in  production.  If  skilled  labor  be  the  short  factor  and  un- 
skilled tabor  the  long,  then  the  larger  share  will  go  to  the 
skilled  labor.  Or  if  unskilled  labor  were  the  short  factor,^ 
its  share  would  be  larger  than  that  of  skilled  laljor. 

Land  was  the  long  factor,  whereas  labor  was  sbort  in  i 
country  prior  to  the  Civil  War,  so  the 
share  for  landowners  and  y-V  '-n: 
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same  time  in  England  land  was  tlie  shurt  factor  and  the 
labor  supply  was  (Usproportlonately  large.  The  result  was 
the  reverse  of  ccmdilions  In  America — labor  was  cheap  and 
land  rents  dear.  The  same  is  true  throughout  distribu- 
tion-*long  factors  and  low  returns,  short  factors  and  high 
retunu. 

15.  How  the  Price  of  Agents  Affects  Proportionality. — 
We  have  so  far,  for  the  most  part,  studied  pruiwrdonality 
as'a  ph>-stcal  fact.  It  takes  a  best  quantitative  technical 
combination  to  produce  the  largest  commodity  returns. 
But  nature  has  not  distributed  her  bounties  ccjually;  some, 
like  air,  <ihc  has  oversuppUed.  and  others  she  has  supplied 
■  ^niinf^y.  We  may  be  very  saving  of  short  factors,  may 
make  everj-  [xissible  substitution  for  them,  j-el  they  are 
limiting  agentt,  and  the  high  price  of  their  products  gives 
them  a  large  share  In  distribution.  The  scardty  and  cost 
of  these  agents  makes  it  unprofitable  at  times  to  cart^'  out 
the  best  technical  proportionality  of  factors.  "The  patent- 
office  at  Washington."  says  Professor  Fetter,  "is  a  veritable 
graveyard  of  ingenious  inventions  that  are  not  commer- 
cially profitable.  The  inventor,  in  order  to  gain  material 
rewards  ajid  at  the  same  lime  to  benefit  mankind,  must 
study  not  only  the  technical  side  of  his  problem,  but  the 
question  of  value  as  well."' 

Mention  was  made  above  that  a  certain  factor  may  hold 
a  monqwly  position  and  others  must  be  adjusted  to  it. 
This  factor  may  be  so  limited  and  liigh-priced  for  some 
purposes  as  to  defeat  a  best  technical  ap|>ortionment  of 
(actors  for  other  purposes.  When  there  are  a  number  of 
uses  for  a  limilod  agent,  it  will  be  put  lo  the  most  rcmuncra- 
ti^  IS  denied  to  the  others.    Hay  is  not  grown 

Boniii   ['rindiiles,  VoL  I.  p.  lo^ 
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few  words  of  explanation  are  called  for.  Tlie  quaniity 
theorists,  for  instance,  tell  us  that  a  dollar  wbidi  turns 
o^xr  ten  times  a  week  docs  as  much  money-work,  has  the 
same  effect  on  the  price  level,  and  is  as  large  a  part  of  the 
siq^ly  of  nxHwy  as  is  a  ten-dollar  piece  which  turns  over 
ODCC  a  wed:.  By  like  reasoning,  the  employer  would  as 
wOltngly  pay  a  skilled  workman  $4  a  day  who  can  turn 
out  four  pieces  a  day  as  to  pay  $4  to  two  inferior  workmen 
who  combined  could  produce  four  pieces  a  day.  The  one 
man  w*ho  turns  out  four  pieces  is  as  large  a  |>art  of  the 
labor  supply  as  arc  two  men  who  combined  could  do  no 
more.  One  will  pay  as  much  rent  for  an  acre  that  pro- 
duces 100  bushcb  a5  for  two  acres  which  combined  could 
produce  100.  Put  differently,  the  supply  of  productive 
Uctors  is  ivot  measured,  in  the  economic  sense,  by  bulk, 
size,  or  area;  it  b  measured  in  terms  of  ^neld. 

Connder  land  for  the  purpose  of  illustration.  A  group 
of  Englt<^  writers,  known  as  the  Maltho-Ricardian  School, 
Uught  that  land  is  fixed  in  supply,  while  population  tends 
to  double  evcr>-  twenty-five  years.  The  conclusion  from 
these  teachings  was  most  pes^mistic;  population  must 
pass  subsistence  and  be  cut  off  by  starvation.  But  the 
lapse  of  a  centur>-  since  this  teaching  began  shows  the 
error  of  this  doctrine.  The  growth  of  population  ts  regu- 
Uled  by  other  causes  than  those  supposed,  and  the  land 
supply  (in  the  economic  sense  of  a  productive  agent)  has 
been  vasUy  increased. 

If  a  non-productive  thing  is  made  productive,  the  ccoo- 
onist  calls  it  a  truism  that  the  supply  or  productt\*e  capac- 
ity has  increased.  In  keeping  with  this  truism,  if  swamp 
lutb  are  drained  and  set  to  growing  crops,  the  land  sop- 
'    it  increased.    If  dry  plains  are  made  pcodactivc 
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through  irrigation,  the  land  supply  is  increased.  K  new 
inventioQS,  discoveries,  or  methods  cause  an  increase  in 
the  yield  of  land,  land  is  more  productive— the  land  sup- 
ply is  increased.  Any  means  of  getting  more  from  land — 
building,  tillage,  and  rotation  of  crops — b  from  the  stand- 
point of  production  and,  therefore,  from  the  economist's 
view,  to  add  to  the  land  supply.  Despite  the  simplicity 
of  this  truism  some  economists  have  joined  company  with 
the  single-taxers  in  denving  it. 

At  a  given  time  or  at  a  given  stage  of  improvements  in 
the  industrial  arts  there  is  more  or  less  Jixity  in  the  supply 
of  productive  agents.  The  law  of  substitution  at  any 
given  stage  of  industrial  development  is  operative  to 
secure  the  best  apportionment  of  forces  at  that  time.  The 
better  the  apportionment  the  greater  is  the  supply  of  pro- 
ductive capacity.  The  problem  of  proportionality  has  to 
do  with  variable  factors.  It  would  add  to  MmpUcity  could 
we  definitely  tie  down  certain  factors  and  regard  them  as 
6xed,  but  sucb  would  be  an  unreal  simplicity. 

1$.  Eztent  of  Market. — To  this  point  we  have  considered 
proportionality  with  respect  to  the  proper  adjustment  of 
factors  to  one  another.  The  other  phase  of  the  problem, 
in  its  broader  sense,  is  to  adjust  the  uze  of  the  plant  to 
the  extent  of  the  market  for  its  output.  The  best  technical 
adjustment  of  factors  may  leave  the  plant  too  large  or  too 
small  for  the  demand  made  for  its  products. 

In  an  exchange  economy,  such  as  we  know,  where  all 
produce  for  the  market  every  commodity  produced  is  in 
reality  a  demand  for  another  commodity.  If  there  is  too 
large  an  output  of  one  class  of  goods  relative  to  others,  i 
price  will  be  low  in  terms  of  other  goods.  This  is  viutt 
meant  by  overproduction.    There  can  be  no  overprodq^ 
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tion  along  all  lines,  for  all  of  our  dc^rcs  arc  never  fully 
grati&cd.  Tbcrc  is  a  tendency  for  man  to  spend  bis  means 
so  as  to  keep  his  desires  equally  Ratified,  and  if  there  be 
a  dt^tti^tortionatc  supply  of  goods  along  one  line,  it  can 
be  sold  only  at  sucb  prices  as  shall  tap  a  lower  kvel  of 
"prio^paying  dispoation." 

In  a  well-balanced  industrial  community  there  ts  a  tcn- 
dcncj*  for  the  ^zc  of  plants  to  be  apportioned  to  each  other 
as  are  the  productive  factors  in  a  single  plant.  If  one 
line  of  industry  is  relatively  short  its  products  will  sell  at 
a  high  price.  This  will  induce  investments  from  other 
fields  where  the  plants  arc  relatively  large.  Thus  there 
is  always  operative  an  automatic  adjustment  of  the  lines 
of  industry  to  one  another.  Then,  proportionality  b  a 
broader  concept  than  the  adjustment  of  parts  to  one 
another  in  a  single  plant;  it  embodies  the  idea  of  the  bal- 
ancing and  adjustment  of  industries  to  one  another  through- 
out industrial  society. 

i6.  Quantity  and  Hooey  Returns. —What  has  been  said 
but  emphasizes  a  point  made  in  an  earlier  chapter,  namely, 
that  there  is  a  limit  to  large-scale  production.  An  entre- 
preneur may  reason  that  by  roaintainbg  a  good  technical 
apportionment  of  factors  it  will  pay  constantly  to  enlarge 
his  plant.  By  so  doing  he  will  enjoy  decreasing  costs  per 
unit  of  output.  But  such  a  policy  would.  If  continued  too 
far,  bring  him  to  ruin. 

To  the  extent  that  he  buys  op  productive  capacity  in 

the  enlargement  of  his  own  plant,  he  somewhat  reduces  the 

Hable  productive  capacity  in  other  Uncs  of  industry. 

hile  disproportionately  enlarging  his  own  output 

liminutioQ  in  its  price.    Consequently  his  out- 

»wet  price  in  terms  of  other  goods,  because 
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it  will  be  disproportioiiately  large,  aod  others  will  have 
relatively  fewer  goods  to  give  in  exchange  for  his  product. 
So  if  one  directs  a  large  business  or  has  a  monopoly  be 
may  at  the  same  time  enjoy  increasing  returns  wiih  respect 
to  the  qucntily  of  his  output  and  suflcr  diminishing  returns 
uith  respect  to  the  money  income  from  his  output.  This 
recalls  the  kindred  point,  na.mely,  that  a  producer's  success 
depends  largely  upon  the  wealth,  prosperity,  and  purchas- 
ing power  of  his  neighbors-  One  ne\'er  grows  rich  by  sell- 
ing to  those  who  have  nothing  to  pay.  ■ 

But  those  rare  cases,  where  an  increasing  physical  return 
causes  a  decreasing  money  return,  simply  reflect  a  mal- 
adjustment In  industry  as  a  whole.  It  means  merely  that 
some  branches  of  industr)'  arc  proportionately  too  large. 
Should  the  output  from  all  lines  of  industry  increase  uni- 
formly, elasticity  of  market  demand  aside,  the  ratio  of 
exchange  among  products  would  not  change,  therefore  the 
increased  quantity  return  would  mean  also  an  increased 
purchasing  power  or  money  return.  Where  a  right  adjust- 
ment is  kept  a  curve  describing  the  money  incomes  will 
represent  uniform  profits.  We  have  seen  that  in  competi- 
tive industry  there  is  a  tendency  to  uniformity  of  the  ex- 
tensive and  intensive  margins,  and  to  uniformity  in  the  rate 
of  prolits.  We  now  sec  that  the  whole  tendency  of  com- 
petitive industry  is  to  maintain  automatically  a  uniformity 
of  commodity  and  money  returns  or  exchange  power. 

For  the  average  competitor,  but  not  for  the  monopolist 
or  large  producer,  the  total  money  [iroduct  always  varies 
in  proportion  to  the  quantity  of  his  output.  The  amount 
which  he  can  pnxluce  is  loo  small  to  affect  perceptibly  the 
general  market  price  of  the  product.  For  him  the  market 
price  is  a  fix«t  thing. 
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27.  Sumiiuu?  Conclusion. — On  the  demand  side:  Man's 
d«dres  are  nuoiccous;  he  attempts  so  to  expend  his  meanii 
as  to  gratify  Uie  most  intense  desire;  as  he  adds  unit  after 
unit  to  the  gratification  of  a  desire  the  dtairability  of  the 
added  units  diminishes;  when  the  desirability  of  a  class  of 
goods  diminishes  to  the  point  where  other  classes  of  goods 
hold  for  the  purchaser  higher  desirabilities,  he  will  transfer 
his  expenditures.  The  effect  of  this  order  of  expenditure 
is  the  tendency  (though  far  from  realization  among  the 
poor)  to  maintain  an  equality  of  the  desurabitities  of  difTer- 
ent  classes  of  goods. 

On  the  supiily  side:  Products  come  from  a  combination 
of  complementary  agents,  which  agents  arc  Limited  in 
amount  and  rcsbt  our  efforts  to  compel  them  to  sui^ly 
our  needs.  Some  of  these  agents  are  scarcer  than  others, 
and  some  show  increasing  resistance  more  readily  than 
others. 

These  facts  call  into  play  the  principle  of  substitution 
which  is  of  first  importance  to  business  managers.  It  !s 
based  directly  upon  the  principle  of  resistance,  and  so  It 
has  to  do  with  the  amount  of  agents  that  should  be  com- 
bined with  this  factor  or  that;  it  is  concerned  with  the 
diminution  of  long  factors  and  the  extension  of  short  ones. 
In  bncf,  the  substitution  of  factors  is  a  means  to  the  end 
of  the  best  proportionality  of  factors. 

The  proportionality  of  factors  is  their  phy^cal  combina- 
tion and  adjustment  (in  certain  proportions)  which  ren- 
der them  jointly  productive.  Thus  proportionality  is  a 
consequence  of  substitution.  The  law  of  proportionality 
covers  all  productive  factors  in  their  various  combinations; 
it  determines  the  physical  fact  of  productivity.  It  is  the 
oiiganization  of  productive  cajracity. 
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While  jimportionality  is  a  physical  fact,  It  Is  worked  out 
according  to  the  price  of  products  and  the  cost  of  factors. 
Men  wiU  form  productive  establish  n\ents  only  when  the 
selling  price  of  the  products  is  large  enough  to  leave  a 
reasonable  return  over  all  costs.  TTie  high  cost  of  certain 
factors  often  makes  impossible  the  best  physical  appor- 
tionment of  them. 

Each  of  the  factors  which  go  to  make  up  a  plant  Is  sub- 
ject to  the  principle  of  resistance,  consequently  the  whole 
plant  obeys  the  same  prindple.  This  causes  the  prmluct 
to  be  scarce  and  valuable.  The  price  of  the  product  ra;ikes 
the  producer  willing  to  pay  a.  price  for  the  services  of  the 
productive  agents,  both  severally  and  in  combination. 
But  the  price  paid  for  the  services  of  a  productive  agent 
Is  rent,  hence  the  relationship  between  the  principle  of 
resistance  and  rent. 

i8.  Exercises.— I.  Tf  one  man  should  own  New  York  har- 
bor, could  he  obtain  rent  for  It?  If  so,  what  now  becomes 
of  the  rent  he  could  get  for  it?  Is  that  harbor  now 
wealth?  Would  it  be  wealth  were  it  owned  by  some 
man? 

2.  If  there  were  no  principle  of  resistance,  would  there 
be  any  difference  in  the  amount  of  land  needed?  In  the 
number  of  laborers  needed?  In  tJic  number  of  houses 
nee<lcd  ? 

What  has  this  principle  to  do  with  the  scarcity  of  grain 
grown  in  a  field?  With  the  size  of  a  load  hauled  on  a 
wagon  ?    With  the  number  of  chairs  needed  by  a  family  ? 

3.  Is  there  any  relationship  between  the  facts  noted  in 
Turgot's  statement  (paragraph  4,  this  chapter)  and  the 
price  of  com  ? 

4.  What  lands  ot  land  uses  arc  cultivated?  (Para- 
graph 8.) 

"Under  certain  conditioo'  it  would  pay  to  carry  on 
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cultivation  beyond  the  intensive  or  the  extensive  margin  of 
utilization."    Why  does  this  statement  contradict  itself? 

5.  "The  law  of  proportionality  is  based  directly  upon 
the  principle  uf  resistance  which  cauKt:^  an  elastic  limit  to 
the  output  of  each  individual  factor."     Kxjihin  carefully. 

6.  Lwid  may  be  physically  productive  in  the  sense  that 
it  has  the  physical  properties  for  growing  a  crop,  mean- 
while it  may  be  economically  unproductive.     Explain. 

If  economically  unproductive,  would  any  farmer  work 
land? 

Would  it  add  to  the  wealth  of  society  if  a  crop  should  be 
grown  upon  sut-h  land? 

7.  Explain  huw  bind  economically  unjiroductive  might  be 
made  economically  productive  by  a  decrease  in  the  wages 
of  labor.  By  superior  management.  By  new  inventions 
or  improvements  in  farm  implements.  By  an  increase  in 
the  price  of  farm  produce. 

8.  The  physical  fact  of  productivity  is  determined  by 
the  great  law  of  proportionahty  which  states  a  physical 
relatioo.  The  phyiiical  apportionment  of  factors  to  one 
another  is  conditioned  upon  the  cost  or  price  of  the  differ- 
ent  factors.  Kxplain  why  the  two  statements  are  con- 
sistent with  each  other. 

9.  An  analysis  of  the  distribution  of  wealth  must  be 
based  directly  upon  the  law  of  proportionality.  (Para- 
graph 12.)     Explain. 

10.  What  economic  principle  explains  why  buildings  are 
so  Kigh  m  Wall  Street?    Why  are  they  not  much  higber? 
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THE  RENTING  CONTRACT 

I.  lDtroduct!on.  ?.  Definition  of  rmt.  ji.  Dviiabic  goodi  rcnUd.  4. 
BuyioK  or  tcniiiig.  5.  Ute>vmluc  ilcrivativt.  b.  Tlie  renliiiK  contn^ 
|iros|>«:tivr.  7.  The  tiracricment  in  wnt.  S.  Shnrt  farionandhifli  mit. 
9.  Whal  U  high  wni?  to.  Monopoly  reni*.  11.  Piwduct  tetunu  wi. 
mnncy  relumi.  11.  The  tendency  toward  dimini*hing  ruoDCy  returns 
univcnul.  ij.  Lttrgc  pitxluctiun  and  ini>iU)|ioly.  14.  Conditions  foe* >tu({y 
<i(  prindpic  of  incTcusinK  restsuuicc.  15.  Rent  a  deduction  from  the  prin- 
ciple uf  incrcudng  rcsbtancc.  16.  PruporiioDallty  and  rcaL  1;.  Rmt 
limited  by  incnme.  18.  Ktnlit  limited  by  co«C  of  rqirncluctiun.  10.  Dif- 
IcmiLial  rent.  30.  Differentials  a  measure  rsthcr  than  a.  cauM  of  rent. 
31.  DiSeroice  in  (ertitity.  ii.  DIfierenre  in  Msts.  93.  Dlfffireocet  in  lo- 
c«Ugn.     J4.  The  owner's  income.     35,  Exetcittt. 

1.  Iiitroductioii.— Chief  among  the  politico-ecooomfc 
prol)lein.s  of  the  nineteenUi  centurj*  were  these:  the  farifT, 
the  pressure  of  population  upon  the  means  of  subsistence, 
the  advantage  of  landowners  in  the  distribution  of  wealth, 
and  the  single  tax.  The  arguments,  pro  and  con,  upon 
these  problem.s  were  baaed  directly  upon  the  thuoi^-  of 
differenlial  huid  rent.  It  has  been  said  that  a  tarifT  would 
force  a  pojiulalJoii  to  feed  from  iti  own  soil.  This  would 
bring  inft-rlur  Uuids  under  cultivation  and  incrca.se  rents, 
thereby  enriching  landlords  antl  impovcrinhing  tenants.  It 
has  been  said  that  whereas  the  supply  of  land  is  fixed  by 
nature,  there  is  a  natural  tendency  for  the  population  to 
multiply  rapidly.  Thus  the  increasing  numbers  of  people 
must  cause  pressure  upon  the  earth  for  food,  niusl  in- 
crease the  landlord's  rent  and  impoverish  the  frnant 
has  been  said  that  the  land  is  (he  sourrc  nf  (ill  «ir 

:^7* 


Tlie  Renthig  Contrcurt 


375 


the  field  of  ali  labor,  that  the  puniest  infant  who  comes 
wailins  into  the  world  In  the  squalidcst  room  of  the  most 
miserable  tcDeraeol-house  becomes  at  that  moment  seized 
of  an  equal  right  with  the  millionaires.  Ajid  it  is  robbed 
if  it  is  denied  c<^ual  access  to  Ihc  land.  Place  a  tax.  a  single 
tax,  upon  the  land  so  large  as  to  absorb  all  land  rents. 
This  would  have  the  effect  of  making  public  property  of 
what  is  now  the  private  ownership  of  land. 

Until  recent  years  the  literature  upon  the  subject  taught 
that  rent  forms  no  part  of  the  cost  of  production.  The 
busine*;  man  who  paid  rent  knew  full  well  that  this  was  a 
part  of  his  outgo  or  cost  of  doing  business.  Yet  he  read  in 
the  bo(^  that  rents  were  not  costs.  The  economists  now. 
though  not  without  exceptions,  teach  that  rent  is  a  cost. 

Within  recent  years  another  change  has  been  made  in 
the  thought  on  the  rent  problem.  Rent  was  formerly  de- 
fined as  a  payment  for  the  use  of  land  and  for  the  use  of 
land  only.  To-day  rent  is  defined  as  a  pa>Tnent  for  the 
tcraporar)'  use  of  a  house,  horse,  automobile,  plough,  land, 
or  any  other  durable  productive  agent  other  than  man. 
Rent  is  now  studied  as  one  of  the  primary  shares  in  distri- 
bution,  as  a  leading  cost  in  the  production  of  wealth,  as 
the  greatest  obstacle  to  clear  thinking  on  taxation,  and  as 
the  source  of  numerous  social  problems. 

2.  Definition  of  Rent. —If  a  farmer  tills  his  own  soil,  he 
gets  an  Income  but  cannot  be  said  to  receive  a  rent.  When 
one  occupies  bis  own  dwelling,  or  drives  his  own  team,  or 
uses  his  own  tools,  he  gets  services  (usances),  but  recdves 
no  rent.  Rent  is  the  price  paid  by  one  jK-rson  to  another 
the  temixirary  use  of  productive  agenL";.  Rent  is  but 
•opiication  of  the  general  problem  of  price— it  is 
nporary  services  of  agents. 
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Rent  implies  private  property.    Where  there  is 
vate  property  there  can  be  no  rent.    There  could  be  no 
buying  or  selling,  consequently  no  rent,  apart  from  own-^| 
ership;  the  only  reason  why  you  cannot  rent  or  lease  to 
another  a  public  park  is  because  you  do  not  own  it.     Rent 
also  implies  legal  contracts.    You  cannot  discharge  the^| 
tenant  at  vriU,  because  you  are  bourn!  in  contract  to  fulfil 
your  agreement  with  him  throughout  the  renting  period. 
To  rent  is  to  contract  with  an  owner  for  the  use  of  ao       i, 
agent.  H 

3.  Durable  Goods  Rented. — One  does  not  rent  a  pound 
of  beef,  a  loaf  of  bread,  or  a  ton  of  coal,  because  these  ob- 
jects are  destroyed  by  the  uses  made  of  them.  Rented 
agents  are  returned  intact  to  their  owners  after  the  renting  ^ 
period.  If  one  pays  $i.ooo  a  year  for  the  lease  of  a  house,  ^^ 
he  is  said,  in  popular  usage,  to  pay  that  sum  as  rent  But 
in  strict  usage,  the  cost  of  such  repairs  as  will  leave  the 
house  in  as  good  condition  as  when  leased,  must  be  de- 
ducted from  the  $1,000  in  order  to  find  the  net  or  true  rent. 
Rent  is  a  net  sum  over  a-nd  above  ali  repairs;  only  those 
things  may  be  rented  which  remain  practically  intact 
through  the  renting  period. 

Goods  which  serve  their  purpose  only  by  entering  into 
permanent  combination  with  other  goods  are  not  rented. 
One  would  not  rent  slcel  beams,  or  nails,  or  bricks  to  be 
used  in  the  construction  of  his  house.  One  does  not  rent 
the  thread  witli  whidi  to  sew  a  garment,  because  it  could 
not  be  returned  intact  to  the  owner.  Such  goods  lose  their 
identity  by  becoming  a  part  of  other  goods.  Only  durable 
goods  which  maintain  their  identity  arc  well  suited  to  tha 
renting  contract. 

The  tenant  who  rents  a  ivr    ' 
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the  land,  hedges,  fences,  ditches,  and  durable  improve- 
ments on  the  land.  These  combined  make  the  farm,  and 
the  farm  thus  composed  of  land  and  durable  improve- 
ments is  well  suited  to  the  renting  contract.  The  difTcrcnt 
factors  cannot  be  separated  for  rent  or  for  purposes  of 
taxation. 

4.  Buying  or  Renting. — Tt  has  been  pointed  out  that  the 
only  reason  why  one  desires  a  good  or  is  wilting  to  pay  a 
price  for  it  is  because  of  the  services  which  it  is  capable 
of  rendering.  You  will  pay  no  price  for  a  house  which 
you  are  forbidden  to  enter,  rent,  sell,  or  otherwise  use. 
The  price  you  will  pay  depends  upon  the  price  of  the  ser- 
vices you  expect  to  get  from  the  house.  You  buy  the 
house  when  you  pay  for  its  services  in  toto;  j'ou  rent  the 
house  when  you  buy  the  services  for  a  limited  iJcriod  of 
time. 

It  b  not  always  wise  to  buy  a  dwelling  or  building  for 
one's  business,  even  though  it  is  offered  at  a  reasonable 
figure.  One  may  have  difficulty  in  disposing  of  his  dwelling 
to  advantage  if  he  is  called  elsewhere  to  a  more  remunera- 
tjve  position;  or  one  may  use  his  capital  funds  to  better 
advantage  by  investing  them  in  something  else.  If  one 
does  not  know  the  neighbors  and  surroundings  in  a  com- 
munity, it  is  better  to  rent  for  a  time  in  order  to  determine 
whether  permanent  residence  is  desirable. 

The  cntiejjrencur  of  a  new  enter[)risc  cannot  be  sure  that 
his  business  will  succeed.  The  beginner,  by  renting  for  a 
time,  can  test  his  possibilities  for  succxss  in  the  building  of 
another,  so  that  in  case  of  failure  his  burden  is  less,  because 
*>xed  capital  is  involved.  On  the  other  hand,  if  he  is 
his  business  will  grow.  With  the  expansion  of 
•  quarters  will  be  needed,  aftl  possibly  a 
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move  to  a  better  neighborhood  or  trade  centre  would  be 
ad\'isablc.  Such  changes  can  be  more  cafUy  made  by  the 
renter.  Wlien  a  business  has  become  firmly  cstabtUbed, 
especially  if  it  requires  a  large  amount  of  room,  it  may  be 
desirable  to  own  the  building  in  which  it  is  housed. 

If  one's  buMHcss  requires  only  an  office,  it  may  not  be 
wise  to  buy  or  build.  It  is  more  economical  to  rent  office 
space  in  a  building  constructed  for  the  purpose.  Such 
buildings  furnish  every  convenience,  are  easily  accessible, 
and  are  well-known.  An  office  in  the  Woolworth  Build- 
ing may  be  had  for  a  reasonable  rent,  but  to  buy  land  in 
an  equally  advantageous  location  and  build  an  office  as 
fully  equipped  would  call  for  a  large  investment. 

One  will  rent  rather  than  buy  m  order  to  gratify  a  tem- 
porary need.  One  will  rent  a  taxicab  rather  than  buy  it, 
to  get  home  on  a  rainy  day.  If  the  farmer's  mowing- 
machine  is  in  the  rei>aIr-shop  temporarily,  he  will  prefer 
to  rent  for  the  short  period  of  time. 

S.  tTse-Value  Derivadve. — There  is  a  dlflTerence  between 
the  use  and  the  product  of  an  agent,  a  difference  between 
the  uses  of  a  f:irm  and  the  com,  wheat,  or  potatoes  which 
that  farm  produces.  The  use  is  the  origin  of  the  product 
One  cannot  buy  the  uses  of  potatoes  unless  he  bu>'s  the 
potatoes,  because  the  potatoes  are  destroyed  in  the  proc- 
ess of  rendering  their  uses.  But  one  may  buy  the  uses  of 
the  farm  for  a  given  lime  without  buying  the  farm,  because 
the  farm  is  not  destroyed  in  the  process  of  yielding  a  crop. 
The  farm  remains  intact  after  a  period  of  cultivation;  it  Is, 
therefore,  as  above  stated,  subject  to  the  renting  contract. 

To  rent  a  farm  is  to  buy  the  Tises  of  it  for  a  given  period 
of  lime.  The  rent  is  the  price  paid  for  these  uses.  The 
purpose  of  renting  or  of  bu>ing  the  uses  of  the  farm  is  to 


I 


7V«r  ReJtHtig  Contract 


879 


secure  the  products  or  yield  of  the  farm.  How  much  rent 
will  you  pay  for  the  uses  of  the  farm  ?  As  you  are  willuig 
to  pay  the  merchant  a  high  price  for  a  valuable  good,  so 
you  are  willing  to  pay  the  landlord  a  high  price  (rent)  for 
the  opportunity  of  a  valuable  crop.  In  a  sense  the  rent 
b  the  advance  purchase  price  of  the  crop.  The  price  of 
the  farm,  or  of  its  total  uses,  is  derived  from  the  anticipated 
valuation  of  what  it  wilt  produce  through  time. 

The  products  of  uses  vary  in  nature.  Some  uses  gjve 
off  a  tangible  return,  e.  g.,  the  com  from  the  field.  Some 
uses  give  off  intangible  returns,  e.  g.,  the  sound  of  a  musi- 
cal instrument.  The  product  of  a  comer  lot  is  location,  or 
relativity  to  the  market.  The  product  of  an  accountant's 
outfit  Ls  to  facilitate  the  workings  of  other  agents.  /»  Me 
rent  probUtn  the  nature  oj  Ike  product  is  of  nc  consequetue. 
To  explain  rent  is  to  explain  the  price  of  the  uses  ej  rent- 
bearing  agents. 

The  uses  to  which  agents  arc  put  determine  the  relative 
supplies  (rf  goods.  If  the  price  of  com  increases  while 
that  of  wheat  declines,  more  land  will  be  turned  to  corn 
and  less  to  wheat,  with  the  result— more  corn,  less  wheat. 
But  productive  agents,  all  things  considered,  will  be  turned 
to  their  most  remimcrative  employment.  The  rich  to- 
bacco-farm in  Kentucky  will  not  be  used  for  grazing  pur- 
poses any  more  than  would  the  luxurious  mansion  on 
Fifth  Avenue  be  used  for  a  tobacco-barn. 

6.  The  Renting  Contract  Prospectire.— The  renting  con- 
tract is  made  before  the  renter  takes  possession.  This  fact 
subjects  the  renter  to  risk.  Smith  leases  a  dwelling,  cxpect- 
bg  to  live  in  it,  and  so  he  must  pay  the  rent,  even  though 
be  cannot  occupy  it  as  when  a  turn  in  business  calls  him 
to  another  town.    Corporations  rent  coal,  oil,  or  timber 
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lands  at  times,  years  in  advance  of  operations.  The  ten- 
ant contracts  to  pay  a  high  rent  because  he  e^qsects  a 
valuable  crop,  but  pests  or  a  drought  or  a  flood  may  rtun 
his  crop.  He  may  secure  a  large  yield  in  bushels,  but  the 
market  price  may  be  low. 

The  rent  paid  is  fixed  by  contract  at  the  beginning  of 
the  renting  period.    If  the  merchant  agrees  to  pay  $500 
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a  month  for  a  building  over  a  period  of  five  years,  his 
outlay  remains  the  same  irrespective  of  his  earnings.  Rent 
depends  not  upon  past  eaioings  but  upon  anticipatory 
earnings. 

Because  anticipatory  earnings  are  not  definitely  known, 
the  renter  may  cither  suffer  a  loss  or  enjoy  a  net  gain. 
Whereas  rent  is  the  purchase  price  of  the  temporary  uses 
of  an  agent,  the  purchase  price  of  the  agent  is  the  sum 
paid  for  all  the  future  uses  of  the  agent.  Then,  if  risk  is 
involved  in  the  purchase  (rent)  of  the  uses  of  the  agent  for 
the  immediate  future,  certainly  a  greater  risk  is  involved 
in  the  purchase  of  all  the  futxur  uses. 

We  see  now  that  present  contract  rents  are  based  upon 
the  prospective  or  future  jields  of  agents.  No  one  will 
contract  to  pay  rent  for  an  abandoned  mine  because  of  Its 
former  yield.  Rent  emerges  only  in  case  of  a  gain-promis- 
ing opportunity. 

7.  The  Time  Element  in  Rent. — If  one  rents  an  agent 
[which  will  yield  an  iocomc  immediately,  he  will  be  willing 
Ito  pay  a  rental  ^^^        '»>elv  equal  to  the  price  of  the 
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yield.  But  if  the  income  wUl  not  be  secured  before  the 
lapse  of  one,  two,  or  five  years,  the  case  is  different.  Mca 
prefer  the  present  over  the  future  possession  of  goods. 
You  would  rather  have  Si.ooo  to-day,  than  twenty  years 
from  now.  The  average  man  holding  a  note  of  $to6  due  a 
year  hence  would  be  willing  to  sell  it  at  the  present  for 
Sioo.  Assume  that  the  income  from  a  rent-bearer  will 
mature  a  year  hence;  its  present  worth  (future  price  dis- 
counted to  the  present)  will  be  less  than  its  price  at  ma- 
turity. The  further  the  income  is  removed  in  time,  the 
less  is  the  rent  of  the  producing  agent.  Present  rent  is 
derived  from  the  present  worth  of  income. 

8.  Short  Factors  and  High  Rent.— In  working  out  the 
best  proportionality  it  was  found,  in  the  preceding  chap- 
ter, that  certain  factors  may  hold  a  monopoly  position. 
For  instance,  the  available  land  space  may  be  limited.  A 
corner  lot,  a  franchise,  or  natural  conditions  may  fix  the 
area  at  the  disposal  of  the  entrepreneur.  A  monopoly 
right  by  another  may  definitely  limit  the  supply  of  certain 
factors  essential  to  his  business.  UTierever,  for  any  such 
reason,  a  factor  is  limited,  the  entrepreneur  must  work 
out  his  adjustment  of  factors  with  respect  to  this  factor. 
Or  if  the  price  of  one  factor  is  far  in  excess  of  that  of  the 
other  factors,  the  adjustment  will  usually  be  made  with 
reject  to  this  one, 

I  This  is  but  another  way  of  saying  that  short  factors 
determine  the  capacity  (ability  to  produce  incomes)  of 
productive  establishments.  These  factors  are  high  in 
price  by  virtue  of  the  fact  that  they  are  short  factors. 
As  short  factors  they  limit  the  output  of  goods;  they 
"^  most  productive  and,  therefore,  command  the  largest 
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g.  What  Is  High  Rent?— If  a  lot  on  Wall  Street  rcn« 
for  $50,000  a  year,  while  a  potato-patch  of  the  same  area 
in  Kansas  rents  for  $5,  shall  wc  say  that  the  one  rent  U 
high  and  the  other  low?  Not  in  strict  accurac>'.  One  dol- 
lar for  20  cakes  of  soap  Is  no  higher  price  than  5  cents  for 
I  cake.  Likewise  $50,000  for  to,ooo  units  of  productive 
power  is  no  higher  rent  than  13  $5  for  one  such  unit.  Be- 
fore wc  say  a  rent  is  high  we  should  inquire  the  produc- 
tivity of  the  agait  rented.  \\Tiere  competition  is  active 
and  free  the  rents  or  prices  of  productive  services  arc  re- 
duced to  equality. 

If  one  rents  a  farm  and  pests  or  drought  spoil  the  crop, 
he  has  paid  for  non-remunerative  services — the  rent 
high.     If  he  rents  a  buMness  house  or  a  factory  and 
unforeseen  panic  injures  the  business,  he  has  paid  for  non- 
remunerative  ser\'ices — the  rent  Is  high.  ^1 

Superior  management  increases  tlie  prwiuctivity  of  lano^ 
as  does  increased  fertilizer,  But  competition  is  such  that 
the  inferior  manager  must  pay  the  same  rent  as  the  most 
skilled  manager.  Under  inferior  direction  the  yield  of  the 
land  may  be  small  as  compared  with  rent,  and  a  high  yield 
relative  to  rent  may  reward  the  efforts  of  tlie  wise  man- 
ager. For  the  inferior  the  rent  would  be  high  anil  for  the 
superior  it  would  be  low.  Rent  is  high  or  low  always  if 
comparison  with  the  price  of  the  yield. 

lo.  Monopoly  Rents. — Monopoly  rents  obey  the  same 
principle  as  do  monopoly  prices  which  have  already  found 
discussion.    Monopoly  rents  are  one  kind  of  monopoly 
prices,  for  the  monopolist  will  rent  his  wealth  s 
■which  will  >ieid  him  the  largest  net  return. 
rents  are  not  without  limit. 

One  limit  to  i 
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product;  in  no  case  will  a  tenant  pay  a  rent  that  is  higher 
than  the  anticipated  price  o(  his  crop.  Another  limit  to 
the  rent  of  an  agent  is  the  rent  of  other  agents  which  will 
readily  substitute  for  the  monopolized  axeni.  Automobile 
trucks  and  draft-horses  may  be  substituted  for  each  other 
in  most  cases.  Should  there  be  a  monopoly  on  draft-horses 
the  rent  could  not  be  made  excessive  because  of  the  avail- 
able substitute  for  them.  Again,  the  monopolist  must 
endeavor  to  preser\'e  the  renter's  prosperity.  Should  the 
owner  of  a  waterfall  demand  a  ruthlessly  exorbitant  rent, 
he  would  kill  the  business  of  the  renter.  The  renter  can 
go  into  some  other  business  and  would  do  so  if  a  monopo> 
list  exact  hLs  profits  in  the  form  of  rent. 

XX.  Product  Returns  vs.  Monej  Retums.^It  ts  now 
dear  that  one  rents  wealth  in  order  to  get  returns  from 
that  wealth.  But  of  what  do  returns  consist?  It  is  evi- 
dent that  the  tenant  of  a  farm  may  speak  of  his  return 
as  .so  many  bushels  or  as  so  many  dollars'  worth.  For 
some  purposes  it  is  best  to  think  of  returns  in  weight  and 
tale;  for  other  purposes  it  is  best  to  calculate  returns  in 
terms  of  money.  For  purposes  of  trade  and  distribution 
we  are  forced  to  think  of  returns  in  their  price  aspect.  If 
one  is  calculating  his  profits  or  losses  on  the  year's  opera- 
tioQs,  he  can  compare  bis  income  and  costs  only  by  reduc- 
ing them  to  their  money  equivalents.  But  if  one  is  reason- 
ing on  the  problem  of  social  well-being,  if  he  is  estimating 
the  current  supplies  to  meet  the  needs  of  the  jieoplc,  be 
must  think  tn  terms  of  product  rather  thnn  in  terms  of 
money.  The  supply  of  a  good^as  sugar,  salt,  or  other — 
ffi&y  be  least  when  its  price  is  greatest. 

;(  D5  fonsidcr,  for  example,  all  competitors  who  are 
As  each  one  endeavors  to  grow  such  an 
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amount  as  will  render  bun  tbe  greatest  net  gain,  the  total 
number  of  bushels  produced  will  be  greatly  augmented; 
but  the  larger  the  product  return,  the  less  the  price  of  each 
bushel  produced.  After  a  certain  point  is  reached,  the^^ 
totil  price  of  the  corn-crop  will  diminish  as  the  number  o^| 
bushels  incrf-ascs.  The  producing  corapclitor  will  suffer 
because  of  the  decline  in  the  price  of  his  com,  but  the  ^me 
facts — abundant  com  at  a  low  price — will  add  to  social 
well-being.  ^| 

Assume  now  that  a  monopoly  controls  the  available 
salt  factories.    It  may  well  he  that  by  a  better  physical^^ 
adjustment  of  factors  the  volume  of  output  is  augmented^| 
at  a  diminishing  cost,  that  is  to  say,  the  cost  per  unit  (per 
bag)  of  output  is  diminished  as  the  volume  of  output  in- 
creases.   But  the  demand  for  salt  is  inelastic.    The  price, 
must  be  very  low  if  more  than  a  normal  supply  is  sold* 
Then,  despite  the  fact  of  increasing  volume  returns,  there' 
will  be  decreasing  money  returns.     It  will  be  to  the  pro- 
ducer's interest  to  curtail  jihysical  output;  his  interest  wiU| 
conflict  with  the  interest  of  society. 

The  view-point  of  each  comjietitor  is  now  to  be  consid- 
ered.    Any  one  grower  of  corn  will  find  his  crop  so  small 
in  comparison  with  all  the  com  produced  that  his  output 
will  have  an  insignificant  eflect  on  the  market  price.    Coa- 
aequently,  the  larger  the  amount  of  his  product  the  greater 
will  be  his  money  return.    It  b  then  to  the  interest  of 
each  competitor  to  make  hb  commodity  return   large. 
This  being  to  the  interest  o£  all  competitors,  causes  thej^ 
maximtmi  total  output  in  society.    Tbe  competitor's  in-^^ 
terest  in   this  case  is  in  keeping  with  the  interest  of 
society. 

From  the  above  reasoning  it  is  clear  that  the  rent  paid        \ 
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for  the  use  of  an  agent  may  be  tltminL<Lhed  in  certain  cases 
by  virtue  of  the  fact  that  improvements  in  the  agent  may 
increase  the  volume  of  \\s.  physical  output. 

13.  The  Tendency  Toward  Diminishing  Money  Returns 
UniTersal. — When  more  and  more  productive  factors  are 
expended  upon  a  limited  agent  that  agent  ivill  show  in- 
creaatng  resistance  to  further  output  This  was  made  clear 
in  tbe  preceding  chapter  with  respect  to  a  limited  area  of 
land.  Additional  expenditures  upon  the  limited  agent 
show  a  decline  in  both  the  commodity  return  and  the 
money  return. 

Let  us  now  consider  a  factory  or  a  railroad.  Here  we 
find  a  tendency  for  the  cost,  per  unit  of  output,  to  dimimsh 
until  a  certain  point  is  reached,  as  the  volume  of  output 
increases.  If  the  railroad  moves  100,000  passengers  a 
month,  its  costs  per  passenger  will  be  less  than  if  it  moved 
only  1,000  passengers.  It  will  cost  the  sugar-refinery  less 
per  hundrcdwoght  of  output  when  it  produces  a  large 
volume,  until  a  certain  point  is  reached,  than  when  it  pro- 
duces a  small  volume  of  sugar.  But  such  institutions 
(sometimes  erroneously  called  institutions  of  increasing 
returns)  will  see  the  total  price  of  their  output  decline 
when  the  volume  of  output  has  grown  beyond  the  normal 
needs  of  the  market.  Ultimately  receipts  will  fall  below 
costs  despite  the  fact  that  the  per-unit  costs  themselves 
are  diminishing. 

Thus  we  find  diminishing  money  returns  generally  appli- 
cable, but  there  are  two  tmlike  cauijcs  for  this  general  ten- 
dency, ((i)  Money  returns  diminish  in  one  case  because 
of  a  decrease  in  product  returns  relative  to  costs.  (6) 
Monc>'  returns  diminish  in  the  other  case  because  of  an 
Increase  m  product  returns. 
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t  j.  Large  Production  uid  MoooiMly.— Agriculture  fur- 
nisfacs  a  good  example  of  the  tendency  of  money  returns 
to  a  competitive  producer  to  Himinish  with  a  decrease  >Q^I 
commodity  returns.  There  is  a  definite  paying  limit  to  ^P 
the  amount  of  expenditure  justified  upon  a  field.  Thb 
fact  renders  large-scale  production  upon  a  limited  area  im- 
possible and  maintains  competition  by  keeping  productive 
units  small  and  scattered. 

But,  as  explained  previously,  the  institution  which  dimin- 
ishes the  costs  per  unit  of  output  by  enLirging  its  scale  of 
production  has  a  tendency  to  monopoly.  In  case  of  a 
number  of  competitors  in  the  manufacture  of  sugar,  each 
will  desire  to  reduce  bis  productive  costs  below  those  of  S 
his  competitors.  In  order  to  do  this  he  must  have  the  ^^ 
largest  output,  and  this  is  made  possible  by  lowering  the 
price  to  drive  competition  from  the  market. 

14..  Conditions  for  Study  of  Principle  of  Increasing  Re- 
sistaoce. — If  the  student  is  following  this  reasoning  care- 
fully, he  finds  two  unlike  view-points  in  what  has  just  been 
said.  The  one  has  to  do  with  a  given  situation,  with  a 
limited  agent  (in  the  above  case  a  limited  area  of  land). 
One  can  sec  the  principle  ol  increasing  resistance,  can  iso- 
late it  from  a  heterogeneous  mass  of  details,  only  when  be 
limits  the  study  of  it  to  a  given  agent  at  any  one  time. 
The  words  "at  any  one  time"  arc  important.  Should  I 
study  the  comparative  returns  from  a  given  field  in  1815 
and  191 5, 1  should  observe  a  large  increase  in  returns,  buC 
I  should  be  reckoning  nith  unlike  situations.  During  tie 
cenlurj'  marked  improvements  have  been  made  in  libor^^ 
inventions,  and  in  the  arts  of  husbandr>'  generally.  Ther< 
would  be  a  change  of  situation  which  would  becloud  ll 
reasoning  with  respect  to  the  increasing  re 
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But  if  I  take,  for  the  reckoning  on  returns,  a  given  time 
in  which  no  perceptible  changes  take  place  in  the  arts  of 
husbandly,  if  I  further  confine  my  study  to  a  limited  area, 
1  can  then  and  then  only  observe  the  true  working  and  sig- 
nificance of  the  principle  of  resistance.  The  like  coadi- 
Uons  are  termed  sUUk  conditions.  The  principle  of  reli- 
ance is  always  and  everj'where  operative  in  industrj',  but 
the  point  here  made  is  that  under  static  conditions  only 
can  this  principle  be  isolated,  seen,  and  scientifically 
studied. 

In  case  of  growing  targc-sctilc  production,  we  find  that 
there  is  rapid  change  from  old  to  new,  from  small  to  large, 
from  antiquated  methods  and  machinery  to  the  newest 
and  best.  With  these  changes  the  cost  per  unit  of  output 
diminishes.  But  it  h  dear  thai  sudi  clianges  are  but 
trandtions  from  one  set  of  conditions  to  another.  The 
factors  are  changeable  and  the  mind  cannot  clearly  grasp 
the  true  working  of  the  resistance  of  any  factor. 

There  can  be  do  compromise;  it  is  absolutely  essential 
for  clear  thinking  on  rent  that  the  student  grasp  this  fact 
—at  any  given  time  the  >-Jeld  of  a  productive  agent  cannot 
be  indetinitdy  increased  without  increasing  costs.  In  a 
given  time  there  is  an  elastic  limit  to  the  returns  from  ngr 
productive  agent — be  it  horse,  engine,  house,  fieUj  or  oChcc 

15.  Rent  a  Deducdon  from  the  Principle  of 
Resistance. — All   economy   begins   with   scardly. 
from  scardty,  there  would  be  nothing  to  work  for, 
crease  of  material  blessings  to  inspire  further 
would  not  be  worth  living.    To  acquire  valuable  1 
the  incentive  to  effort  and  the  value  one 
things  (demand  assumed)  is  determined  by 

further  product— 
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scarcity  of  goods.  We  arc,  therefore,  willing  to  pay  a  price 
or  rent  for  the  services  of  agents  to  produce  these  scarce 
and  desirable  goods.  We  attach  value  to  the  field  because 
of  the  valuable  crops  it  yields,  and  to  the  horse  because 
of  the  valuable  services  it  performs,  and  to  the  boat  be- 
cause of  the  valuable  transporting  it  docs.  Products  are 
valuable  because  they  are  scarce,  and  they  arc  scarce  be- 
cause of  the  rcsbtance  of  agents  to  the  further  productioa 
of  them.  Thus  the  scarcity  of  goods  is  traceable  to  this 
basic  economic  thought  —the  increasing  resistance  of 
agents.  The  rent  we  are  willing  to  pay  for  the  temporary 
scr^^ces  of  productive  factors  is  determined  by  the  so-called 
"scarcity  value"  of  these  products. 

i6.  Proportionality  and  Rent. — Proportionality  or  the 
adjustment  of  productive  factors  to  one  another,  as  we 
ha\'e  seen,  is  based  upon  the  law  of  resistance  oommoQ  to 
each  and  w^Ty  factor  of  production.  It  does  not  pay  to 
apply  too  many  or  too  few  factors  to  any  one  factor— there 
is  a  best  adjustment  or  proportionality.  All  of  the  agents — 
mill,  belts,  fuel,  building,  and  so  on— which  unite  to  con- 
vert a  log  into  lumber  must  be  reckoned  as  one  composite 
productive  unit.  As  you  attribute  value  to  a  horse  as  a 
whole,  so  you  attribute  value  to  a  composite  productive 
unit  as  a  whole.  As  you  would  not  attribute  value  to  the 
legs,  eyes,  and  stomach  of  the  horse  separately,  so  you 
would  not  attribute  value  to  the  engine,  belts,  fuel,  and 
building  of  a  sawmill  separately.  Where  factors  must 
co-operate  to  produce  a  good,  it  Is  impossible  to  assign 
to  any  one  agent  a  product  based  upon  the  supixtsitJoa 
of  separate  productivity.  No  separate  product  caji  be 
ascril^ed  to  any  single  factor. 

Well  docs  this  writer  remember  the  first  aiMBliaiimtt-l 
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him  on  hb  oral  examination  for  the  d^ree  of  Doctor  of 
Philosophy.  It  was:  "  In  a  large  wagon-Eaclor>',  what  part 
of  the  value  of  a  spoke  should  be  attiibuted  to  managerial 
ability?"  His  guess  was  most  fortunate;  "It  can't  be 
done.  All  the  factors  back  of  that  six^e  are  united  into 
one  composite  unit  and  must  be  valued  as  such." 

The  supply  side  of  the  price  of  a  good  b  found  in  the 
comparative  advantage  uf  various  combinations  of  factors 
of  production.  If  the  price  of  structural  steel  rises,  the 
entrepreneur  will  undertake  to  increase  the  supply.  His 
problem  is:  "What  changed  proportion  of  the  several  fac- 
tors will  most  easily  turn  out  the  increased  supply?" 
Should  more  labor  be  applied  to  the  same  plant,  or  should 
the  plant  be  enlarged  relativelj'  to  ihe  existing  labor  force, 
or  what  should  be  the  conjunciiun  of  additiomd  factors^ 
The  best  technical  or  physical  adjustment  of  factors  to  one 
another  Is  always  conditioned  u[>on  the  cost  of  the  illfTerent 
factors.  If  land  is  cheap  and  abundant,  while  labor  and 
tooU  are  scarce  and  high-priced,  farmers  will  not  be  spar> 
ing  of  land-~it  will  pay  to  "skin"  the  land  in  order  to 
conserve  and  more  intensively  utilize  tools  and  labor. 
Were  land,  tools,  and  labor  of  the  same  degree  of  scarcity 
and  price,  their  intensity  of  utilization  would  tend  to  be 
the  same. 

The  yield  of  any  factor  depends  largely  upon  the  other 
factors  affiled  to  it.  Land  can  reach  its  maximum  yield 
only  when  the  agents — ^tools,  fertilizer,  seed,  labor — are 
most  advantageously  applied  to  it.  Therefore,  the  usance 
of  an  agent  will  be  largest  and  its  rent  highest  when  there 
h  a  best  adjustment  of  other  factors  to  it. 

'7.  Rent  Limited  by  Income.— The  rent  which  the 
—  fn-  ngents  is  \'astly  different  from 
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what  be  would  pay  if  he  had  to.  One  pa>*s  two  cenU  for 
the  morning  paper,  but  he  would  pay,  say,  ten  cents  rather 
than  go  without  it;  so  the  owner  of  the  sawmill  may  be 
willing  to  pa)'  an  annual  rent  of  $5,500  for  an  engine  rather 
than  do  without  it,  but  he  docti  pay  for  it  only  the  nonnal 
competitive  rent.  It  is  a  matter  of  much  concern  to  him 
whether  certain  essential  factors  arc  owned  by  a  monop- 
oly. The  limit  to  the  rent  which  he  could  pcnnancntly 
pay  for  a  monopolized  factor  would  be  determined  by  all 
of  his  other  costs  and  the  selling  price  of  his  product.  He 
would  lose  if  he  paid  more  rent  for  one  factor  than  the  dif-^ , 
ference  between  his  income  and  other  costs. 

Concerns  are  sometimes  forced  to  run  their  business  at 
a  loss  for  short  periods  of  time.  It  is  better  to  get  some- 
thing out  of  the  plant  than  nothing.  Kather  than  disband 
an  organized  laboring  force  during  a  dull  period  in  the 
market  and  pay  interest  and  depreciation  upon  an  idle 
plant  it  may  well  pay  to  rent  an  essential  factor,  although 
such  a  rent  exceed  the  difference  between  income  and 
other  costs.  Hut  it  is  impossible  for  costs — rent  and  other 
— to  exceed  incomes  over  a  long  period  of  time.  Should 
income  remain  small,  the  pl:uit  would  be  capitalized  at  a 
lower  6gure.  Or  if  costs  could  not  be  reduced  the  factory 
would  either  quit  business  or  transfer  to  a  new  line  of 
production.  In  the  long  run,  maximum  rents  cannot  go 
above  income. 

18.  Rents  Limited  by  Cost  of  Reproduction. — Should 
one  control  the  only  thraslung-machine  in  an  agricultural 
community,  he  could  temporarily  command  a  high  rent 
for  the  use  of  it.  But  the  neighbors,  seeing  this  large  rent, 
will  begin  the  purchase  of  lhra.shers.  Thb;  will  push 
the  rents  until  ihey  pay  only  a  competitive  return  •••■ 
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cost  of  a  thrasher.    Where  goods  arc  freely  reproducible, 
rents  will  tend  to  a  fair  return  on  cost  of  reprorluctlon. 

19.  Differential  Rent. — One  group  of  thinkers  have 
taught  that  there  would  be  no  rent  were  aJl  lands  equally, 
accessible  and  uniform  in  fertility.  Let  us  examine  this 
idea.  No  one  claims  that  oxen  are  valuable  because  they 
differ  in  weight;  in  the  sjime  way,  it  would  be  in  the  high- 
est degree  absurd  to  claim  that  houses  are  valuable  because 
some  are  better  than  others.  Is  land  valuable  because 
some  is  better  than  other?  Certainly  not.  The  price  of 
land  h  derived  from  the  price  or  price  equivalent  of  its 
yield.  Whether  land  is  the  same  or  different  in  quality  is 
of  no  consequence  in  explaining  why  land  yields  rent. 
Differences  in  quality  explain  why  some  land  yields  more 
rent  than  other,  just  as  differences  in  diamonds  explain 
why  some  are  worth  more  than  others. 

If  the  net  >-ield  of  one  field  is  50  bushels,  while  that  of 
another  is  100  bushels,  the  tenant  would  pay  twice  the  rent 
for  the  one  that  he  pays  for  the  other.  Differences  in  land 
may  serve  as  a  measure  of  rent,  may  explain  why  one  field 
rents  higher  than  another.  Differences  in  land  do  not  ex- 
plain the  cause  of  rent.  The  "differential  theory  of  rent" 
is  a  misnomer.  A  theory  is  the  explanation  of  a  fact.  To 
explain  why  some  rents  arc  higher  than  others  is  vastljr 
different  from  an  explanation  of  the  fact  or  existence  of 
rent-  It  may  well  be  that  inferior  lands  are  unused  and 
valueless,  while  superior  lands  command  a  high  rental, 
but  thi.s  Ls  nothing  peculiar  to  land.  The  best  apphttBt^f 
command  a  fanc>'  price,  while  the  knotty  green  oaw  am 
\kit  to  rot  00  ibe  ground.  But  the  best  apples  a>c  m€ 
valuahit  bf>;tiHe  there  are  inferior  ones,  nor  U  MipcAir 

swamps  and  bkak  ^w- 
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mits  beyond  the  margin  of  cultivation.     Men  rent  land 
and  the  land  is  valual)Ie,  not  because  inferior  land  exists, 
l»ut  because  of  the  scarcity  and  desirability  of  the  servicesfl 
it  renders.  ^^ 

30.  Differentials  which  measure  rent  must  be  distin- 
guished from  the  cause  of  rent.    If  the  net  yield  of  acre 
Number  i  is  loo  bushels,  while  that  of  Number  a  is  50 
bushels,  the  differential  or  difference  in  yield  between^ 
these  two  acres  of  land  is  50  bushels.    Acre  Number  tH 
will  command  a  rental  larger  by  the  price  equivalent  of 
50  bushels  than  will  Number  2.    This  difference  measures 
the  difference  in  rent.    But  it  is  no  theory  or  explanation 
of  rent,  because  a  theory  of  rent  roust  explain  why  rent^J 
exists.    It  must  answer  the  question  why  a  rent  or  price      '■ 
is  paid  for  the  temporary  productive  services  of  a  house, 
horse,  machine,  acre  of  land,  or  other  productive  agent. 
The  differential  idea  is  important,  however,  in  the  expk- 
nation  of  why  some  land  or  houses  or  horses  rent  higher 
than  others. 

Busituss  Siles:  A  comer  lot  usually  holds  a  diiTercntial 
advantage  and  commands  a  higher  rent  than  an  Inside 
lot.  The  store  on  the  corner  is  more  accessible  to  cus- 
tomers because  twice  as  many  people  pass  by  It.  The 
accommodation  of  customers  is  a  primary  consideration 
in  the  location  of  a  retail  shop.  This  idea  explains  why 
countr>'  stores  are  located  at  the  cross-roads,  and 
small  shops  go  to  the  residential  districts  of  cities. 

In  wholesaling  the  differential  advantages  depend  most 
upon  nearness  of  shipping  facilities.     Nearness  to  wharf*,' 
side-tracks,  and  stations  will  command  a  high  rent  from 
the  wholesaler. 

Residence:  Who  are  thJe 
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tion  in  selecting  a  residence  ale.    A  lew 

particular  section  of  a  Southern  dxy  tfe 

excellent    construction   and   commandrf 

Some  undesiraljle  families  settled  in 

tht  consequence  that  some  of  the 

while  others  rent  for  a  nominal  sum. 

noteworthy  citizen  of  this  country 

real  estate  in  one  section  of  a  sinaO  dtj, 

moved  there.    This  attracted  men  otf  mamt 

borhood,  and  thereby  largely  bcnasei  k 

Other  factors  making  for  differential  ta^ 

are  improvements  such  as  water,  gig^ 

raihray  facilities,  schools,  and  churdiei. 

I     II.  Differences  in  Fertility.— A  cokmf 

uninhabited  country  finds  more  land  Una 

cause  of  its  great  supply  land  is  a  free 

pay  a  pike  for  the  use  of  it.    The  had  m^  -t 

grades  of  fertility,  the  more  prodao&K:  fBftv 

occupied  first,  and  with  the  incrcMr  0t 

growing  demand  for  food  will  bring 

useful  qualities  of  Iwd  under  cultind&K. 

there  arc  four  grades  of  land .    The 

will  be  first  cultivated,  and  the 

will  be  used  when  the  grovriti;  dan 

longer,  except  at  a  high  cost,  be  im 

And  the  further  growth  of  poptAtSm 

cultivation  of  grades  3  and  4. 

Assume,  now,  that  the  yidd  (Bar 
oF  land  in  100,  90,  So,  70  busbeb^^r- 
fflorc.  that  the  cost  per  acre  tf  ac^ 
:>(i  and  of  geuinj*  u- 
iAmt-     Wllb  these 


i*^fc  ^^^ 
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of  rent  can  be  accurately  indicated.    At  first  no  rent  would  ^ 
be  paid  bccatisc  land  is  a  free  good.     But  when  grade  3^| 
comes  under  cultivation,  the  fust  grade  will  command  a 
rent  of  the  price  equivalent  of  lo  bushels  per  acre.     It  will 
be  immaterial  to  the  farmer  whether  he  cultivates  grade  i      , 
and  pays  a  rent  equivalent  to  lo  bushels  per  acre,  or  culti-  fl 
vales  grade  a  free  from  rent.    When  grades  3  and  4  are  " 
cultivuted,  the  rent  per  acre  of  grade  i  will  be  30  bushels, 
of  the  second  grade  20  bushels,  and  of  the  third  grade  xo 
bushels. 

22.  Differences  in  Coats. — Let  us  now  assume  that  the 
gross  yield  per  acre  of  these  four  grades  of  land  is  the 
same,  say  100  bushels.  Number  i  may  be  well  kept  and 
ready  for  the  plough;  Number  2  requires  a  considerable 
outlay  for  fertiliser;  Number  3  must  be  fertilized  and 
cleared  of  rocks;  Number  4  must  be  drained,  hedged,  fenced 
as  well  as  fertilized  and  cleared  of  rocks.  The  gross  yield 
is  too  bushels  in  every  case,  but  .should  you  be  willing  to 
pay  as  high  a  rent  for  Number  4  as  for  Number  1  ?  Cer- 
tainly not.    Let  us  put  the  case  in  the  form  of  figures. 

Number  i  fields  too  bushels,  less  70  for  costs — rental, 
30  bushels. 

Number  2  yields  100  bushels,  less  80  for  costs — rental, 
30  bushels. 

Number  3  yields  100  bushels,  less  90  for  costs — rental, 
10  bushels, 

Number  4  yields  100  bushels,  less  100  for  costs — rental, 
o  bushels.     (See  figure  2,  page  395.) 

33.  Differences  in  Location. — We  shall  now  assume  tba^ 
the  four  tracts  of  laiid  each  produces  100  lo  the  acre,  aoi 
that  there  are  uniform  costs  of  50  bushels  an  acre  for 
cultivation  of  the  dUTerfiil  t    ^       Let  ui  furtJiec 
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As  world  markels  develop,  lands  everywhere  compete. 
IDifTerences  in  location  have  the  same  effect  on  rents  as 
have  difTerences  in  tlie  quality  of  land. 

We  may  conclude  from  the  above  illustrations  that  the 
rent  of  a  productive  agent  tends  to  equal  the  present 
worth  of  the  net  yield  for  the  renting  period  of  that  agent 
(the  net  yield  being  the  gross,  yield  less  all  costs). 

24.  The  Owner's  Income.— We  have  seen  Ihat  rent  is! 
contractual  in  nature,  that  the  rent  problem  is  a  part  ofl 
the  genera!  price  problem,  that  rent  is  always  a  price  paid 
by  one  person  to  another  for  the  temporary  uses  of  a  rent- 
bearer.  The  owner  of  a  rent-bearing  agent  has  before 
him  two  alternatives:  he  may  use  the  agent  himself;  be^| 
may  let  it  to  another  for  a  rent.  In  either  case  he  enjoj-s 
an  income.  The  prices  or  price  equivalents  of  all  the 
anticipated  incomes — contractual  or  other — discounted  to 
their  present  worth  give  the  present  capital  value  of  th«fl 
agent.  The  term  "usance-value"  has  been  used  to  sig- 
nify the  return  which  the  owner  gets  from  operating  his 
own  agent.  The  term  "economic  rent"  has  been  used  in 
this  same  sense.  It  is  well  to  have  a  definite  term  for  this 
non-contractual  return  as  well  as  to  have  the  term  rent  for 
the  contractual  return.  I  have  preferred  at  times  to  em- 
ploy the  more  common  terms — ^yield  and  income — to  sig- 
nify the  non-contractual  return.  ^ 

35.  Exercises. — i.  Jones   lets   his  house  to  Smith  for^ 
$1,200  a  year.    Jones  paj-s  for  up-kcqi  $20,  for  taxes 
$2oo,  puts  in  a  new  furnace  costing  $500,  makes  a  planta- 
tion of  shrubs  on  the  lot  costing  $100,  bores  a  well  costing.^ 
I300,  grades  the  lawn,  costing  $80. 

Docs  Jones  get  any  rent?  If  so,  show  what  & 
should  be  deducted  from  the  $1,200  received  in  or< 
determine  the  rent. 
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2.  Which  of  (he  following  are  rent-bearing  agents: 
Loaf  of  bread,  ham,  plough,  farm,  dollar,  lubricating-oil, 
house?    Tell  why  in  each  case. 

3.  Generally  speaking,  would  it  be  expedient  to  bay  a 
house  or  to  rent  during  a  period  of  great  building  activity  7 
Defend  your  answer. 

4.  During  tlie  World  War  there  was  little  building  in 
New  York,  but  it  was  thought  that  there  would  be  much 
building  immediately  following  the  war.  Would  it.  gen* 
erally  speaking,  have  been  better  during  the  war  to  have 
signed  a  long  lease  or  to  have  rented  for  a  year  at  a  time? 

What  other  facts  than  those  given  must  you  have  before 
answering  the  question  just  given  ? 

5.  "When  the  franchise  was  granted  for  a  surface  line 
the  rent  on  dwellings  along  this  street  declined,  but  the 
rent  for  business  houses  increased."  Why  might  this  be 
true? 

6.  "  The  big  stores  on  Fifth  Avenue  must  sell  at  a  high 
price  because  of  their  enormous  rents.  We  are  not  so 
conveniently  located,  yet  due  to  low  rents  we  can  sell  at 
much  lower  prices."    Criticise. 

7.  Does  rent  as  a  price  paid  by  one  person  to  another 
add  anything  to  the  wealth  of  society  a.<;  a  whole? 

Does  the  income  (usance  or  economic  rent)  which  one 
gets  from  working  his  own  land  add  anything  to  the  wealth 
of  the  community  ? 

Is  it  the  owner  who  tills  his  own  soil,  or  the  owner  who 
rents  hfe  soil,  who  suffers  in  case  of  floods,  drought,  pests, 
or  low  prices  for  the  product? 

Wliy  can  we  not  call  both  the  contractual  and  the  non- 
contractual incomes  rents? 

8.  Short  factors  command  large  rents.    Why? 

9.  What  effect  did  the  opening  up  of  Western  lands  have 
upon  the  land  rents  in  New  England  Stales?     Why? 

10.  Suppose  a  new  and  inexpensive  chemical  should 
double  the  yield  of  any  land  upon  which  it  might  be  used. 
What  influence  would  this  have  upon  land  rents  in  gen- 
eral?   Would  any  less  land  be  used  than  at  present? 
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II.  Should  American  farmers  cultivate  their  soil  as  ia-\ 
tcnsivcly  as  do  the  Belgian  farmers? 

13.  Why  is  the  tendency  toward  Himiniahing  moDeyJ 
returns  universal? 

I,;.  Rent  is  a  deduction  from  the  principle  of  resistance^ 
Explain. 

14.  "Were  a  new  process  dkcovered  that  would  double 
the  products  of  all  cultivated  lands,  rents  would  double."^ 
Why  or  why  not  ?  fl 

15.  Trace  the  scqurnc*!  from  rare  land  to  high  land  rent 

16.  Under  perfect  competition  the  total  costs  to  the 
tenant  of  producing  a  bushel  of  com  is  exactly  the  same 
whether  he  rents  good  land  or  poor  land.    Why  ?  ^ 

17.  Place  the  following  in  proper  sequential  order:  Iim-^| 
ited  land  area,  increased  demand  for  corn,  larger  produc- 
tion of  corn,  lower  marginal  land,  higher  price  of  com,  in- 
creased cost  of  production,  increased  land  rent,  increased 
price  of  corn  land. 

18.  Should  the  landlords  forego  all  land  rents  the  price 
of  com  would  not  be  diminished.     Is  this  true? 

19.  Why  is  the  cost  of  production  the  same  for  any  one 
tenant  at  the  extensive  margin  as  at  the  intensive  margin  ? 

20.  Why  is  the  average  farm  getting  larger  in  the  United 
Sutes? 


CHAPTER  XVIU 
POPULATION  ANI>  THE  SUPPLY  OF  LABOR 

I.  The  supply  "i  Wxar:  IxHation.  3.  The  »upply  o(  labor:  Industriit, 
3.  Tbc  supply  of  tabor:  Non-com pclinK  groups.  4.  J.  E.  Cairnca.  j.  The 
supply  of  labor.  iieLuIiariiiea  of.  6.  Alfred  Marshall.  ;.  The  order  cf 
tmtmmt.  8,  Population — it  world  problem.  9.  Viewj  o[  the  scven- 
lecntb  and  eighteeath  centuries  favorable  to  the  fncreue  of  numbers.  t». 
The  attitude  in  new  countries,  ti.  The  limit  to  this  pnncrcss.  11.  Why 
Hinc  ooapellldra  favoc  a  large  population.  13.  The  atdtudc  in  diScreat 
(annftofgovcnuncnt.  14.  Environment  of  Tliomns  Robert  Malthtu.  15. 
Tlie  Maltlm&iaa  (heoiy.  16.  Tbc  persistence  of  the  doctrine.  17.  Katea 
of  birth  and  deslb.  tS.  Malihut't  cmpliuis  on  the  positive  rticck.  19. 
Piegress  from  pressure,  jo,  Prc^dra I  Hi diey's  statement.  »i.  Doctiinea 
logically  following  MaJtbusianiun.  n.  The  umplidty  of  Malthiu*'  baaic 
aamaptioa.  33.  Private  properly  and  family  development.  14.  The  ta- 
flacnce  at  freedom  and  public  eduistioa.  aj.  Condusion  on  the  Limit  ol 
Dumbers.    16.  Excrdscs. 

X.  The  Supply  of  Labor:  Locatioa. — The  problem  of  the 
supply  of  labor  may  be  local,  or  national,  or  interDational 
in  scope.  Let  us  consider  the  local  problem.  We  fre- 
quently speak  of  our  cities  as  being  overcrowded  at  the 
very  time  when  crops  in  the  Central  West  are  going  to 
waste  for  want  of  har^-est  hands.  If  wages  are  at  a  sub- 
sistence basis  in  New  Orleans  and  at  a  premium  in  St. 
I.ouis,  we  may  conclude  that  workmen  are  few  in  the  one 
place  and  too  ntmicrous  in  the  other.  Where  jobs  htut 
labor,  workmen  arc  scarce;  where  working  men  hunt  jobs, 
labor  is  in  ovcrsupply.  The  problems  suggested  by  these 
examples  are  local  in  scope. 

National:  For  the  purpose  of  our  present  Illustration, 
Canada  and  Australia  arc  considered  different  nations^  in 
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these  nations  and  in  America  high  wages  pTcvail,  for  the 
population  is  scarce  relative  to  the  abounding  resources. 
Contrast  these  with  Sicily,  where  numbers  arc  so  dense 
that  only  a  marvel  of  patient  toil  enables  the  people  to  ^. 
Bve.    In  that  countr>'  there  is  little  machiner)'.  for  so  low  ^M 
arc  wages  that  human  toil  is  cheaper.  ^^ 

Imagine  a  Texas   ranchman   being  compelled,  as   are  ^j 
the  Swiss,  to  allow  the  cattle  to  stand  in  a  stable  while  he  H^ 
cuts  their  food  and  brings  it  to  them,  lest  they  may  trample 
down  the  precious  grass.    Translate  a  dense  population 
into  terras  of  human  labor  and  again  the  Swiss  are  exem-  ^ 
plaiy.    "In  the  haying  season,"  says  Professor  Fetter,  ^M 
"the  harvester  clings  with  one  hand  to  the  steep  mountain-  " 
side,  cutting  the  grass  by  the  handful  and  piling  it  in  little 
bunches  loaded  down  with  stones  to  keep  it  from  blowing 
away,  until  it  can  be  carried  down  into  the  valley  on  the 
backs  of  men  and  women."  ^J 

DilTerenccs  in  the  density  of  populations  In  th«  several  ^M 
countries  suggest  many  problems,  among  others:   differ- 
ences in  per  capita  wealth  and  wages;  unlike  social  coodi- 
tioDs;  migrations  from  overcrowded  to  less  crowded  coun-  ^ 
tries.    These  arc  studies  in  the  national  supply  of  labor.     ^| 

International:  Prior  to  the  occupation  of  the  Americas 
and  Australia  the  growth  of  population  in  England  and 
Europe  had,  considering  the  stage  of  industrial  arts  at  the 
time,  begun  to  press  upon  the  means  of  subsistence.  Many 
observe  the  rapid  multiplication  of  numbers  in  our  time 
and  predict  an  overpopulation  for  the  whole  world.  The 
theory  of  population  is  a  systematic  study  of  the  forces,  j 
positive  and  negative,  which  account  for  the  number  of  I 
people.  As  such  it  is  primarily  concerned  with  all  men;  itj 
b  international  in  scope. 
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3.  The  Supply  of  Labor:  Industrial. — The  supply  of 
labor  may  also  be  studied  from  the  standpoint  of  different 
industries.  Because  of  the  division  of  tabor  and  specializa- 
tion, the  skilled  artisan  is  limited  to  a  single  line  of  manual 
dexterity.  This  skill  being  the  result  of  many  years  of 
application,  the  artisans  of  to-day  are  those  who  began 
their  preparation  years  back,  and  the  artisans  of  the  not 
distant  future  will  consist  of  those  now  in  training.  At 
any  one  time  the  supply  of  skilled  labor  depends,  not  upon 
the  current  demands,  but  upon  previous  Unes  of  training. 

This  makes  the  chooang  of  a  career  a  hazardous  under- 
taking. The  young  man  may  see  that  plumbers  and  6t- 
ters  are  scarce  and  highly  paid,  whereas  jewellers  arc  plen- 
tiful and  work  for  low  wages,  Influenced  by  this  observa- 
tion, he  becomes  a  plumber  rather  than  a  jcwcUcr;  perhaps 
thousands  of  other  young  men  have  made  the  same  obser- 
vation and  followed  the  same  course.  After  the  lapse  of 
years,  however,  when  these  men  have  attained  proficiency 
b  plumbing,  the  demands  in  these  two  cmplo>Tnents  may 
have  changed  about.  There  may  be  a  large  demand  and 
high  reward  for  jewellers,  for  the  reason  that  skilled  men 
are  few  in  the  trade,  The  opposite  of  this  condition  may 
prevail  in  the  plumbing  business.  The  wisdom  of  a  pres- 
ent choice  depends  upon  future  demand  rather  than  upon 
relative  present  incomes. 

The  introduction  of  new  inventions,  the  substitution  of 
one  thing  for  the  use  of  another,  and  changes  in  demand, 
make  it  impossible  to  foresee  the  future  and  adjust  labor. 
WTicre  supplies  arc  slow  to  meet  a  rapidly  changing  de- 
mand, there  is  always  maladjustment.  Labor  is  unlike 
other  goods  in  the  length  of  time  required  to  provide  it, 
consequently  its  adjustment  to  other  things  is  most  tmper- 
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feet.    One  mdustr)*  is  blessed  with  an  abundance  of  labor,] 
another  has  tittle  help  and  must  limit  the  output, 
another  is  forced  to  substitute  inventions  for  labor  in  cider 
to  continue  business,  and  so  on  throughout  the  industria 
world, 

3.  Th«  Supply  of  Labor:  Non-competing  Groupa.- 
Thcrc  is  no  line  sharply  distinguishing  skilled  from  uo- 
sktilcd  labor.  But  for  the  mofit  part  skilled  labor  is  found 
in  the  more  remunerative  positions,  and  these  arc  the  poa- 
tioQs  where  ability  and  long  training  count  for  most 
Many  bricklayers  have  neither  ability  nor  skill  and  some 
hod<arricr5  have  both,  but  the  assumption  is  that  men 
are  adjusted  to  tasks  proportionate  to  their  aptitudes,  and 
are  classified  accordingly. 

It  is  well  knouTi  that  the  wages  of  the  skilled  exccc<I' 
those  of  the  unskilled.  But  since  common  labor  for  the 
production  of  our  ever>--d3y  supplies  is  indispensable,  vhirfl 
this  difference  in  wages?  As  scarcity  makes  diamonds 
more  precious  than  bread,  so  the  relative  shortage  of  sup- 
ply  csqilains  the  higher  wage  for  the  skilled.  Reverse  the 
case,  and  the  higher  reward  would  go  to  the  unskilled. 
Could  labor  move  freely  from  one  grade  to  the  other, 
wages  would  come  to  equality,  as  water,  when  unobstructed,^^ 
attains  a  common  level.  ^M 

4.  J.  E.  Caimes*  further  div^des  the  labor  supply:  "What 
we  find,  in  effect,  is  not  a  whole  population  competing  in- 


■  Some  l.cadi[ig  Principles  of  Potitiral  Ectmomj*,  chi|>.  lit,  pp.  66-6}. 
Atthcugb  tlie  exact  wording  ol  Cuiron  u  here  givm,  we  \ue  tbe  quotuioQ 
to  KTvc  a  vaslly  dificrcat  tfacgry  Irgm  the  goic  Coiracs  had  ia  mind.  He 
rcB&rdeil  the:  idea  ol  non-compcling  groups  u«rartcxrepiioii  to  tbc  "tkbor- 
thcoryol  vatuc":  »c  n^card  it  as  a  pwlicular  case  of  tbc  theory  to  be  devel- 
oped ahonly,  nameiy,  tJbe  wages  of  labor  an  detcnniiud  by  ibe  diKOunt 
marginal  product  of  labor. 
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cUscrimtnately  for  all  occupations,  but  a  series  of  indus- 
trial layers,  superposed  oa  ooe  aootlier,  within  each  of 
which  the  various  candidates  for  employment  possess  a 
real  and  effe«tive  power  of  selection,  while  those  occupy- 
ing the  several  strata  are,  for  all  purposes  of  effective  com- 
petition, practically  isolated  from  each  other.  We  may 
perhaps  venture  to  arrange  them  in  some  such  order  as  Lhut : 

"First,  at  the  bottom  of  the  scale  there  would  be  the 
large  group  of  unskilled  or  nearly  unskilled  laborers,  com- 
prising agricultural  laborers,  laborers  engaged  in  miscel- 
laneous occupations  in  towns,  or  acting  in  attendance  on 
skilled  labor. 

"Secondly,  there  would  be  the  artisan  group,  comprising 
skilled  laborers  of  the  secondary  order — carpenters,  joiners, 
smiths,  masons,  shoemakers,  tailors,  hatters,  etc.,  with 
whom  might  be  included  the  very  Urge  class  of  small  retail 
dealers,  whose  means  and  position  place  them  within  the 
reach  of  the  same  industrial  opportunities  as  the  class  of 
artisans. 

"The  third  layer  would  contain  producers  and  dealers  of 
a  higher  order,  whose  work,  would  demand  ((ualifications 
only  obtainable  by  persons  of  substantial  means  and  fair 
educational  <^portunitics— for  example,  ci\-il  and  mechan- 
ical engineers,  chemists,  opticians,  watchmakers,  and 
others  of  the  same  industrial  grade,  in  which  might  also 
find  a  place  the  superior  class  of  retail  tradesmen;  while 
abo\'e  these  there  would  be  a  fourth,  comprising  persons 
still  more  favorably  circumstanced,  whose  ampler  means 
would  give  them  a  still  wider  choice.  This  last  group 
would  contain  members  of  the  learned  profc&^ons,  as  well 
as  persons  engaged  in  the  various  careers  of  science  and 
art,  and  in  the  higher  branches  of  mercantile  business." 
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It  goes  without  saying  that  no  liiinl  anii  fast  line  divides 
ooe  class  from  another,  and  that  th«re  is  much  seepage 
constantly  going  on  .imang  them. 

5.  The  Supply  of  Labor,  Peculiarities  of.— Large  families 
are  expcn^ve  rather  than  remunerative  for  parents.  Sal- 
able live-stock  is  bred  for  the  market,  but  there  is  no 
commercial  motive  in  rearing  children.  There  is  some  e\'i- 
dence  of  an  exception  to  this  statement  on  the  early  Ameri- 
can frontier.  There  the  cost  of  rearing  a  family  was  at  a 
minimum;  meanwhile  wages  were  prohibitively  high.  The 
economist,  F.  Bowen,  says  that  a  motive  in  rearing  chil- 
dren was  to  secure  their  labor. 

Sigh  Pay  and  Short  Hours:  The  supply  of  labor  b  not 
wholly  a  question  of  the  number  of  workmen.  The  skill 
and  dexterity  of  labor,  together  with  its  application,  are 
important  in  reckoning  the  labor  supply.  One  man  that 
turns  out  two  units  of  product  a  day  supplies  as  much 
tabor  as  do  two  men  who  each  turn  out  one  unit 

Especially  among  those  whose  standard  of  life  is  low,  a  \ 
higher  wage  causes  less  application.    Irving  Fisher's  exam- 
ple of  the  basket-makers  is  at  point:  "In  South  America,  ^i 
Cor  instance,  traders  from  Europe  were  once  bu}-ing  native-  ^| 
made  baskets  of  a  peculiar  kind.    In  order  to  increase  the 
supply  of  baskets,  which  was  far  less  than  they  couki 
market  in  Europe,  the  traders  decided  to  raise  the  price 
that  they  would  offer  to  the  makers,  thinking  to  stimulated 
the  production  of  baskets  by  inducing  the  men  to  work  ^^ 
more  hours.     F^xactly  the  opiwsite  result  followed.    As 
soon  as  these  workmen  were  ofTcrc<I  high  prices  for  the 
baskets,  they  worked  fewer  hours  and  made  fewer  baskets  ^1 
than  before;  they  could  now  get  more  money  even  for  ^^ 
doing  less  work,  and  they  did  not  need  or  want  more 
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money.  Their  wants  were  so  few  and  simple  that  the 
marginal  desirability  of  money  to  them  dcacascd  ver>' 
rapidly  with  an  increased  amount  of  it;  and  their  disin- 
clination  to  work  was  so  yrcat  that,  com,bincd  with  the 
P  feeble  dc<sirabillty  of  its  rewards  to  them,  they  would 
supply  less  of  it  when  the  rewards  were  great  than  when 
they  were  small.  Similar  instances  have  been  cited  among 
the  Filipinos  and  among  the  negroes  in  the  South.  RecKit 
experiments  in  coal-mines  show  that  a  slight  increase  in 
wages  stimulates  the  men  to  work  longer,  but  that  a  large 
increase  (60  per  cent  beyond  the  ordinary  wage)  results  in 
irregularity  of  work,  and  the  desire  to  reduce  the  number 
of  hours.  "> 

It  is  an  accepted  principle  that  a  rise  in  price  stimulates 
production  and  augments  the  supply  of  goods.  If  you 
would  have  on  abundant  crop  ol  wheat,  guarantee  the 
owner  a  high  [)rice.  In  peculiar  contrast  to  this  general 
rule  is  the  supply  of  common  labor  which  decreases  for 
the  very  reason  that  other  supplies  increase. 

6.  Alfred  Marshall,  the  distinguished  English  economist, 
|Kiints  out  these  peculiarities  of  the  supply  of  labor:  (i) 
The  woricer  sells  his  work,  but  retains  property  in  himself. 
(3)  The  seller  of  labor  must  deliver  it  himself.  (3)  Labor 
is  perishable,  and  often  sold  under  special  disadvantages. 

To  comment  on  the  third  peculiarity  first:  The  work- 
man's labor  Ls  his  source  of  income,  and  when  he  is  unrm- 
pbycd  the  income  lost  cannot  be  recovered.  Perishable  in 
this  sense  does  not  conform  to  strictly  accurate  usage,  for 
perishable  implies  liability  to  decay;  a  thing  must  have 
existence  before  it  can  decay,  and  labor  does  not  exist 
where  the  worker  is  idle.  If  men  lose  time  when  ktle,  so 
'  Elemcntiuy  PriactpUs  ol  Economica,  cbnp.  XVII,  pp.  ^1^-314. 
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does  a  machine,  factory,  or  mine.  Marshall  did  not  do 
well  in  his  choice  of  the  term  perishable.  On  the  whole, 
the  peculiarity  is  this:  the  seller  of  labor  is  commonly 
poor,  camiot  afford  to  dispense  wholly  with  the  wage- 
income,  even  temporarity.  This  puts  him  at  a  disadvan- 
tage in  bargaining  with  his  more  wealthy  employer.  This 
very  peculiarity  has  become  a  primary  cause  for  the  estab- 
lishment of  labor-unions  with  fuods  to  supiMrt  those  who 
may  be  temporarily  unemployed,  and  to  give  each  member 
the  distinct  advantage  of  collective  bargaining. 

The  second  peculiarity  is  important,  even  though  not 
always  true.  If  you  sell  shoes  your  product  may  go  far 
and  near,  but  you  do  not  present  yourself  where  it  is  de* 
livered.  Your  product  may  go  to  decorate  the  tiny  foot 
of  a  winsome  performer  at  the  Winter  Garden,  or  may 
serve  in  the  sewer  to  protect  the  feet  of  the  common  laborer. 

But  the  laborer  must  go  with  his  labor.  Whatever  may 
be  the  temper  of  the  employer  and  the  character  of  the  ^j 
assodatcs;  whatever  the  nature  of  the  pursuit,  whether  as  ^M 
a  miner  in  the  deepest  shaft  or  as  a  painter  upon  the  top- 
moat  pinnacle,  whether  as  a  flyer  in  the  air  or  diver  in  the 
sea,  whether  the  work  is  filthy  or  clean,  unhealthful  or 
healthful,  whether  dangerous  as  a  TNT  plant  or  safe  as 
a  pulpit^wheresoever  labor  goes,  the  worker  must  go. 

The  fact  that  the  worker  must  go  with  his  job  is  at  the 
base  of  much  legislation  looking  to  safety  appliances,  sani- 
tation, and  moral  improvement.  The  first  peculiarity  is 
significant,  for  he  who  rears  and  educates  the  hlwrcr  docs 
not  receive  the  price  paid  for  his  services.  Producers  of 
material  goods  may  pocket  the  price  paid  for  them.  He 
who  rears  beasts  of  burden  and  builds  factories  or  ma* 
chlaes  reaps  the  reward,  whether   these  are  retained  for 
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his  own  use  or  sold  to  another.  The  investor  in  private 
pr<qTeTty  lakes  the  yield;  the  rearing  of  laborers  is  costly, 
but  the  vield  goes  to  the  one  invested  in  rather  than  to 
the  investor. 

Through  differences  in  tie  wealth  and  foresight  of 
parents  labor  tends  to  be  divided  into  two  classes— the 
few  who  are  well  trained  and  the  many  who  are  without 
adequate  preparation.  The  evil  of  this  tendency  h  cumu- 
lative. Too  often  the  poor  are  without  vision  for  the  fu- 
ture; their  families  are  large  and  ill  kept.  These  in  turn 
beget  large  families,  thus  continuing  a  process  which  mul- 
tiplies still  further  the  number  who  arc  poor  an<l  inade- 
quately trained.  As  a  rule  wealth  belongs  to  tliotsc  who 
appreciate  more  fully  the  importance  of  educating  chil- 
dren. The  few  who  inherit  wealth  and  arc  educated  by 
their  parents  in  turn  have  few  children.  In  this  manner 
there  is  a  tendency  to  maintain  a  comparatively  small 
class  of  well'lo-do  and  educated  person.s. 

7.  The  Order  of  Treatment. — Certain  peculiarities  of 
the  labor  supply,  together  with  its  maldistribution  among 
places  and  industries,  have  been  pointed  out.  Because 
this  subject  matter  sets  forth  in  the  beginning  some  of  the 
more  practical  questions  involved,  it  has  been  considered 
before  the  mure  theoretical  aspects.  The  beginner  should 
have  an  idea  of  what  it  is  all  about  in  order  to  appreciate 
the  bearings  of  a  theoretical  discussion. 

The  student  is  well  advanced  toward  a  grasp  of  the  pop- 
ulation problem  when  he  appreciates  that  it  is  a  study  in 
the  proportionality  of  the  number  of  people  to  the  avail- 
able productive  resources.  An  ideal  proportionality  would 
have:  {a)  An  adjustment  of  labor  and  resources  proportion- 
ate to  the  requirements  of  the  several  Ones  of  employment; 
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(6)  a  best  adjustment  of  the  population  as  a  whole  to  the 
total  social  wealth.    Any  discussion  of   the  density  cA  S 
numbers  or  of  the  labor  supply  is  meaningless  unless  the 
number  of  people  is  considered  in  its  relationship  to  the 
resources.  ^| 

The  fact  that  there  are  differences  in  the  labor  supply 
relative  to  resources  throws  much  light  upon  the  reason 
why  there  is  such  variance  in  rates  uf  wages  in  difTcrcnt 
lacalilic:s  and  in  different  industries.  It  explains  the  rca- 
son  for  intensive  cultivation  tn  old  countries  and  extensive 
cultivation  in  the  new.  It  furnishes  the  reason  fop  the 
differences  in  p«r  capita  wealth  in  different  countries.  It  ^| 
accounts  for  the  large  tenant  class  in  old  countries  where 
land  is  high.  It  Ls  tlie  chief  cause  of  the  migrations  of 
people  from  one  land  to  another.  The  proportionality  of 
population  to  resources  gives  rise  to  many  social  problems.  H 
Birth-rates  and  death-rates,  wars,  pestilences,  famines, 
etc.,  lind  their  chief  cxplaoatiou  in  the  numbers  of  pcoi)k 
relative  to  the  available  resources. 

We  shall  now  turn  from  the  distribution  of  numbers' 
among  trades  and  territories  to  the  different  views  regard- 
ing the  increase  in  the  numbers  of  maokiod. 

S.  Population— ft  World  Problem.— When  the  tribes  of  | 
old  dwelt  in  isolated  places  it  was  possible  for  local  famines 
to  tliin  or  destroy  some  tribes,  while  others,  more  fortu- 
nately located,  enjoyed  abundance.  Then  men  were  fed 
from  the  land  upon  which  they  dwelt;  the  want  of  trans- 
portation and  trade  imposed  isolation  and  made  of  c&cb  ^ 
community  a  sclf-sufhcing  world.  fl 

Transportation  and  trade,  together  with  the  dissemina- 
tion of  knowledge  put  an  end  to  scif-sufficicnc>-.     Want  is 

Dt  localized  when,  as  Henry  George  would  put  it.  "sheep. 
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lulled  in  Australia  arc  eaten  fresh  in  England,  and  the 
order  given  by  the  London  banker  in  the  afteraoon  is 
executed  in  San  Francisco  in  the  morning  of  the  same  day," 
Were  people  forced  to  feed  from  the  soil  thcj'  occupy,  a 
city,  as  London,  would  forthwith  perish.  But  as  individ- 
uals employed  In  their  several  tasks  provide  each  the  need 
of  others,  so,  through  the  art  of  trade,  localities  and  na- 
tions dc()cnd  upon  and  serve  one  another.  With  money 
"I  can  even  lay  the  fertility  of  both  Indies  and  of  the 
farthest  corners  of  the  earth  under  contribution  to  supply 
my  person;U  wants."    (F.  Bowcn.) 

Transporting  facilities  will  distribute  not  only  i)roducts 
but  also  population;  they  carry  people  to  the  food  as  weU 
as  carry  food  to  the  i>eop]e.  If  marked  inequality  arises 
between  places,  the  localities  in  need  will  cither  import 
necessities  from  the  lands  having  a  surplus,  or  a  portion  of 
the  people  va)X  emigrate.  This  tendency  to  equalize  the 
conditions  of  men  Ls  worldovidc,  and  it  makes  the  popula- 
tion problem  a  world  problem. 

9.  Views  of  the  Seventeenth  and  Eighteenth  Centuries 
Favorable  to  the  Increase  of  Numbers. — I'rior  to  the 
famous  contribution  of  Malthus  at  the  beginning  of  the 
last  century,  public  opinion  approved  every  increase  of 
l)Oi>ulation.  The  Englishman.  Joshua  Gee,  writing  in  1729, 
said:  "Numbers  of  people  have  always  been  esteemed  the 
riches  of  a  state."  The  first  sentence  in  Goldsmiths 
Mcar  of  Wakefield  reads:  "I  was  ever  of  opinion  that 
the  honest  man  who  manied  and  brought  up  a  large  family 
did  more  service  than  he  who  continued  single  and  only 
talked  of  population."  In  his  justly  famous  essays  of 
175?  David  Hume,  after  discoursing  upon  the  unproduc- 
tiveness of  lawyers  and  physicians,  declared  the  doctrine 
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tJial  happiness  and  populousncss  are  necessary  attendants. 
William  Pitt's  speech  of  1796  declared  that  those  who 
rear  children  enrich  their  countrj';  Samuel  Whitebread 
repUed  to  Pitt  proposing  a  liberal  premiuiu  for  the  encour- 
agement of  large  families.^  ^M 

10.  The  Attitude  in  New  Countries. — In  new  and  par- 
tially settled  countries  public  opinion  will  give  sanction  to 
a  rapid  multiplication  of  numbers,  for  the  vast  potential 
power  of  idle  resources  only  awaits  the  human  hand.  Afl 
golden  situation  without  labor  to  exploit  it  makes  a  de-^^ 
mand  for  population.  As  between  the  number  of  people 
and  the  supply  of  natural  resources,  maladjustments  take 
two  forms:  in  an  old  and  ovcqxjpulatcd  countrj-,  as  Italy, 
labor  is  the  long  factor,  while  nature's  bounty  is  the  short 
factor;  tn  a  new  country,  as  Canada,  labor  15  the  short 
factor  and  resources  the  long.  ^M 

The  first  of  these  conditions  gives  rise  to  a  pessimistic^^ 
view  which  regards  additional  numbers  as  a  cause  of  lower 
wages  and  a  multiplication  of  mouths  to  be  fed.  The 
second  type  of  maladjustment  gives  rise  to  an  optimistic 
view  which  see^  in  acMitional  numbers  a  cause  of  higher 
wages  and  a  multiplication  of  hands  to  do  work. 

11.  The  Limit  to  this  Progress. — A  pioneer  colony 
embarking  in  America  may  be  faced  vrith  the  alternative 
of  starving  to  death  or  of  making  their  return  to  the  over-  ji 
populated  land  from  which  they  came.  Nature  yields  hec^f 
bounties  under  resistance  and  where  the  human  element  is^^ 
too  feeble  few  provLiions  may  be  had.    Let  the  numbers 

of  people  multiply  into  the  thousands,  and  labor  will  ac- 
quire sufficient  power  partially  to  overcome  this  resistance- 

■  Sec  Edwin  Oantuui's,  Theories  of  Pnxluction  and  DatiibutkM  (■hoik) 
tilitioD).  igo],  pp.  iJ4-ia5. 
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Let  the&e  numbers  increase  to  a  hundred  million,  and  na- 
ture's resistance  succumbs  to  the  power  of  man.  The  feat 
of  controlling  the  vast  resources  of  America  by  the  human 
will  has  made  this  the  richest  of  all  nations.  The  march 
of  human  progress  is  from  the  control  of  nature  over  man 
to  the  control  of  man  over  nature. 

But  Lhi;^  progress  Is  not  without  limitation;  its  final  limit 
b  the  point  of  best  adjustment  between  the  numbers  of 
people  and  the  amount  of  resources.  Every  increase  in 
numbers  up  to  this  point  means  an  increase  of  the  average 
per  capita  income,  and  every  increase  of  population  beyond 
this  point  will  <lecrca.se  the  average  (ler  capita  income. 
Up  to  this  point  there  is  a  demand  for  more  people. 

13.  Why  Some  Competitors  Favor  a  Large  Populatloa. 
— Competition  is  based  upon  self-interest,  and  it  is  to  the 
interest  of  our  entrepreneurs  to  produce  goods  at  ihc  least 
expense.  If  we  would  compete  under  favorable  condi- 
tions with  Europeans  in  the  open  markets  wc  must  pro- 
duce equally  as  cheap.  If  the  manufacturers  of  Great 
Britain  prorluce  cotton  cloth  at  a  lower  cost  than  the 
American  factories,  we  could  not  expect  to  undersell  and 
capture  their  South  American  market  for  this  product. 

A  primary  cost  in  producing  is  the  wages  paid  for  labor, 
and  it  is  to  the  employer's  interest  that  thb  cost  be  low- 
ered. Cheap  bbor  is  the  entrepreneur's  plea;  his  self- 
interest  adapts  him  to  the  false  %new  that  a  mass  of  half- 
pud  workers  would  result  in  industrial  advance  and  in 
nationa]  pro'^perity. 

As  is  well  known,  this  view  of  the  entrepreneur  has  been 
most  eflicacious  in  maintaining  the  open-door  policy  of 
immigration  in  the  Um'led  States.  By  precisely  the  same 
view  they  would  welcome  large  families  to  augment  the 
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supply  of  cheap  labor.    It  has  been  well  said  that,  "f<MEes 
approve  large  families  among  rabbits." 

13.  The  Attitude  !n  Different  Forms  of  Govenunent.^ 
Monarchies  put  first  the  augmentation  of  the  power  of 
rulers,  "It  is  I  who  am  the  state,"  is  the  theory  of  an 
autocrat,  and  in  obedience  to  that  theory  the  land  and  its 
people  are  made  subservient.  In  democracies  the  power 
resides  in  indiv'iduals  who  see  lo  it  that  the  welfare  of  per- 
sons comes  to  the  fore.  Self-interest  is  at  liberty  to  exert 
itself  in  behalf  of  a  better  dUtribution  of  wealth.  And  the 
interest  of  first  magnitude  is  per  capita  income  rather  than 
aggregate  national  wealth.  Where  the  welfare  of  indK'id- 
uals  is  of  6rst  importance,  sclf-intercst  operates  against  the 
pressure  of  over-numbers  long  before  the  senses  revolt  in 
di^ust  or  pinch  in  hunger.  In  monarchies  the  sclf-intercst 
of  persons  is  sulwrdinated  to  the  power  of  the  state.  The 
ruling  class  is  content  to  stand  upon  a  substratum  of 
general  poverty  if  only  a  vast  aggregate  wealth  is  at  its 
disposal.  Rulers  seek  aggrandizement  in  the  multiplica- 
tion of  the  people,  for  their  policy  is  imperialistic  and  their 
autocratic  power  seeks  extension  by  the  force  of  arms. 
Whence  large  armies  but  from  the  people?  Hence  the  de- 
sire for  a  large  popululiun.  llie  aggrandizement  of  a  po- 
tentate hi  found  in  the  multitudinous  misery  of  his  subjects, 
but  the  aggrandizement  of  the  people  is  found  in  happy 
fewness  where  prevails  the  highest  average  in  the  ordering 
and  furnishing  of  indiWtlual  lives.  The  firet  scientific 
study  of  population  was  madf  by  Thomas  R.  Matthus. 

14.  Environment  of  Thomas  Robert  MaJtbus. — Mallhus 
was  an  unmarried  English  clergj-man  In  a  small 
parish  when,  at  the  age  of  thirty-two,  he  published; 
study  (1798)  on  the  population  problem.     *♦ 


1  dlLIIUS, 

— Mallhus  ^m 
ill  countnr.^1 


Population  and  the  Supply  of  Labor      \  1 3 


I 

I 
I 

I 


ihe  people  had  begun  to  react  against  the  extravagant 
desire  for  a  Urge  populalion.  Reaction  in  France  was  in- 
tensified by  the  c>Tiica!  selfishness  with  which  the  court 
and  its  adherents  sacrificed  the  well-being  of  the  people  for 
the  sake  of  their  own  liucur>'  and  military  gtory.  The  feel- 
ing became  general  that,  whether  an  inordinate  increase 
{n  numbers  strengthened  the  state  or  not,  it  occasioned 
untold  misery.  It  was  insisted  that  the  rulers  of  the  state 
had  no  right  to  subordinate  individual  happiness  to  the 
aggrandizement  of  the  state. 

While  Malthus  was  furthering  his  studies  the  social  con- 
ditions of  England,  already  gloomy,  were  becoming  more 
unendurable.  At  that  stage  of  industrial  improvement, 
the  population  became  so  large  as  to  strain  seriously  the 
productive  facilities  for  support.  An  astonishing  series  of 
bad  crops  came  at  the  ven,-  time  when  England  was  cut  off 
from  the  markets  of  Europe  from  which  she  was  accus- 
tomed to  import  quantities  of  groin.  Meanwhile  an  ex- 
hausting war,  a  series  of  ruinous  poor  laws,  the  introduc- 
tion of  new  inventions  that  threw  artisans  out  of  employ- 
ment, were  but  aiding  the  evil  forces  of  the  time.  The 
masses  of  England  were  reduced  to  the  greatest  misery 
recorded  in  the  social  history  of  that  country. 

While  the  seasons  were  such  as  to  stunt  the  crops,  the 
principle  of  resistance  was  in  full  force,  still  further  limiting 
the  jneld  of  the  tntcnsivciy  cultivated  land.  As  if  to  add 
to  the  miserj",  the  birth-rate  seemed,  without  limit,  to  add 
to  the  overpeopled  land.  The  price  of  wheat  jumped  from 
37*.  irf.  in  1790  to  85J.  r  \d.  in  1810. 
L  These  were  the  conditions  when  Malthus,  by  nature  a 
well  mianing  pessimist,  presented  his  theory  of  popula- 
^th  a  dariuiess  of  prospect  ending  in 
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15.  The  Malthusian  theory  is,  in  brief,  that  pc^uktloa 
has  a  tendency  to  multiply  faster  than  subsistence.  The 
former  £)erpetua]Iy  outstrips  the  latter,  with  the  cwisc- 
qucncc  that  everywhere  arises  the  disease  of  overpopula- 
tion, with  its  accomi>animents — [wvcrty,  starvation,  and 
death.  The  author  nicntioned  two  checks  to  this  tendency 
— ^"the  preventive  and  the  positive."  The  positive  check 
kills  after  birth;  the  preventive  check  prevents  birth. 

Malthus,  wishing  to  put  a  sharp  edge  on  this  argtunrat,'' 
reduces  it  to  a  mathematical  nicety.  People  understand 
figures  better  than  abstract  statements,  and  the  notion 
that  "figures  won't  lie"  gives  to  the  unreal  an  apix-arancc 
of  truth.  His  memorable  formula  shows  the  frightful^ 
rapidity  with  which  population  grows  when  albwcd  Ulj| 
progress  unhindered,  and  the  relative  slowness  in  the 
growth  of  the  means  of  subsistence.  Population  is  shown 
to  follow  a  geometrical  series,  doubling  every  twenty-five 
years,  whereas  the  means  of  subsistence  increase  in  arith> 
mctical  progression,  each  term  also  corresponding  to  a 
period  of  twenty-five  years.    Thus  the  increase:  ^_ 


Population. 
Necesatlei. 


..  1    3    4    9    16    3i    64    taS    356    sit 
..1334567        8         QIO 


In  the  table  given  the  lapse  of  only  335  years  is  long 
enough  for  the  population  figure  to  grow  to  over  51  times 
the  means  of  subsistence.  Henry  George  has  been  patient 
enough  to  follow  this  geometrical  series  for  2.150  years. 
He  goes  to  China  for  the  solitary  example  of  a  family  that 
has  survived  a  great  lapse  of  time.  The  descendants  of 
Confutius  still  exist  there,  f-  •  '  In  fact,  ibe  only 
berct)itar>*  aristocracy.    Akoi  ;i  In-  i-aIcul*tion  the 

members  of   that  fa;.  cr  Coatudus, 
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should  number  859,559,193,106,709,670,198,710,528  souls. 
Though  the  maxinis  of  "the  Most  Holy  Ancient  Teacher" 
inculcate  anything  but  the  prudential  check,  yet  there  is 
a  discrepancy  between  a  Malthusian  tendency  and  the 
actual  figures  for  that  family  of  only  33,000. 

16.  The  Persistence  of  the  Doctrine.— How  brief  is  the 
history  of  America  in  point  of  Lime,  yet  its  population  has 
passed  the  100,000,000  mark.  The  frontier  is  do  more: 
the  occupation  of  land  free  from  charge  has  long  since 
become  history;  already  the  superior  resources  are  har- 
nessed, and  the  ill  effects  of  over-numbers  is  taking  the 
form  of  diminishing  real  wages.  Note  the  facts:  In  1800 
the  population  of  this  country  was  5,000,000.  Doubling 
four  times  (4  periods  of  25  years  each  =  100)  gives  us 
a  population  of  80,000,000,  which  is  actually  the  figure  for 
1905,  only  hvc  years  after  the  end  of  the  century.  Go  to 
the  lower  East  Side  of  New  York,  or  to  the  impoverished 
sections  of  the  great  cities,  and  you  sec  the  buildings  and 
streets  teeming  with  [M.llid  children  who  bear  the  marks  of 
poverty.  Contemplate  an  overcrowded  land,  as  is  Sicily, 
where  "For  days  or  months  the  i>ca.sants  live  on  almost 
any  sort  of  green  thing  they  find  in  the  £elds,  frequently 
eating  it  raw,  just  like  cattle." 

Do  not  these  examples  seem  to  support  the  dismal 
theory,  to  give  some  basis  of  fact  for  the  tendency  of  pecu- 
lation to  outstrip  the  means  of  subsistence,  and  to  show 
that  the  equilibrium  of  numbers  with  resources  is  brought 
about  by  misery,  plague,  and  famine,  which  raise  the  death- 
rate  to  equality  with  the  birth-rate?  I  simply  put  the 
question,  deferring  its  answer,  for  the  one  purpose  of  this 
pan^aph  is  to  account  for  the  persistency  of  this  much- 
hackneyed  do«trine. 
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I  venture  the  belief,  furthermore,  that  many  put  faitb" 
in  Malthusianism  for  no  other  reason  than  the  volume  of 
criticism  hurled  against  it,  now  for  over  a  century.    Is, 
not  the  much -continued  sraokc  an  evidence  of  lire?    Thci 
stinging  sarcasm  and  unbridled  abuse  of  half-baked  scholars  I 
must  disgust  the  thoughtful,  for  what  aigumcnt  is  there  in 
abuse?    Derision  has  scr^'cd  to  advertise  the  doctrine,  and 
to  make  it  famous  rather  than  obscure.  ' 

Malthus,  moreover,  made  his  argument  adaptable  to  a 
variety  of  views.  All  know  that  restraint  there  must  be 
in  some  form,  and  if  the  miscry-vice-death  tyjw  of  restraint 
is  distasteful,  you  may  be  an  equally  devoted  Malthusian  i 
by  adhering  to  the  moral  or  preventive  tJTK'.  Like  Colonel 
Bryan's  exunple  of  the  stone  fence  in  Nebraska,  it  i&  as 
tall  as  it  is  broad,  and  must  therefore  be  as  high  after  it  ia 
overthrown  as  before. 

Many  theories  of  population  have  contested  for 
and  attention,  but  these  have  proved  no  more  than  flash-' 
lights  which  for  a  time  daz;de  and  blind  us  to  the  old  doc- 
trine to  which  sooner  or  later  we  are  forced  to  return. 
But  this  we  must  bear  in  mind,  that  many  modifying  con> 
ditions  have  arisen  which  MalihuK  could  not  foresee.  No 
one  accepts  the  doctrine  in  unmodified  form.  Thoughtful 
students  now  confine  their  attention  almost  wholly  to  the 
preventive  check  as  among  advanced  societies.  Among 
backward  peoples  the  positive  check  works  in  full  force. 

17.  Rates  of  Birth  and  Death.— By  the  birth-rate  vz 
mean  the  number  of  births  per  i.ooo  inhabitants  per  year. 
If  the  population  of  Blank  City  is  100,000  ant!  the  number 
of  births  there  is  3,600  a  year,  the  birth  rate  n  xo. 

Statisticians  sometimes  speak  of  the  refined   I) 
meaning  thereby  the  number  *»f  !.iril>.:   ■ 
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women  of  chibl-bearing  age,  from  fifteen  lo  fifty.  The 
greater  ibc  per  cent  of  the  population  which  are  of  child- 
bearing  age.  the  greater,  other  things  the  same,  will  be 
the  birth-rate.  This  explains  why  in  some  communities 
the  birth-rate  is  so  Urge  among  immigrants  as  compared 
with  the  native  population.  A  large  portion  of  the  natives 
eirc  cither  children  or  elderly  persons,  while  the  immigrants, 
especially  the  ncwlj-  arrived,  arc  wagc-eamcrs  at  a  pro- 
creative  period  of  life. 

By  the  death-rate  wc  mean  the  number  of  deaths  per 
one  thousand  inhabitants  jxir  year.  It  is  computed  and 
expressed  in  the  same  manner  as  the  birth-rate. 

The  difference  between  the  birth-rate  and  the  dcalh-rate 
for  any  one  year  rqiresents  the  rate  of  increase,  or  of  de- 
crease, of  population  for  that  year.  If  the  birth-rate  is 
36  per  thousand,  and  the  death-rate  16  per  thousand,  the 
increase  of  population  is  30  per  thousand,  or  a  per  cent. 

The  tendency  of  numbers  to  increase  depends  upon  two 
things — propagation,  preservation.  Where  the  tendcnc>'  to 
propagate  is  greatest,  there  may  be,  however,  no  increase 
in  numbers.  In  backward  societies  record  has  been  made 
of  trilies  in  which  it  Is  normal  that  women  forty  years  of 
age  have  given  birth  lo  twenty  children.  So  low  Is  the 
prcser\-atlon  of  numbers,  however,  that  the  population  is 
st3tionar>'  in  these  tribes. 

To  preserve  a  child  to  manhood  the  parent  must  feci 
suf&cient  love  for  it  lo  provide  care  and  the  necessities  o( 
life.  Races  have  dtfTcrcnt  tendencies  to  cherish  and  pro- 
idc  for  their  offspring.     Premature  death  from  disease, 

want  of  parental  care,  or  the  niggardliness  of  nature  to 
leans,  may  tend  as  strongly  to  diminish 
irocre.ition  to  increase  it.    Inquiry  Into 
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the  nature  and  causes  of  increase  must  give  equal  regard 
to  the  forces  preservative  of  population  as  to  propagation. 

i8.  Malthus*s  Emphasis  on  the  Positive  Check. —Sinco, 
the  writings  of  Darwin,  who  was  influenced  somewhat  b; 
Maithus,  the  thought  of  scholars  has  turned  to  the  theoi 
of  development  by  natural  selection  or  survival  of  the  6t- 
tcst.     In  consequence  much  has  been  read  into  Malthus 
that  was  not  a  part  of  his  own  thought.  ■ 

At  the  time  he  received  his  education  the  laws  of  physi- 
cal science  and  the  methods  of  thought  common  to  tlie 
exact  sciences  dominated   thought   and   set  the  way 
thinking  for  the  social  sciences. 

His  thought  was  on  a  material  basis;  the  earth  is  limited 
in  its  power  to  supply  physical  means  of  subsistence,  popu- 
lation can  progress  to  the  extent  of  this  limit  and  there  it 
raust  stop.  By  nature  man's  procreation  is  controlled,  by 
nature  the  food  .supply  is  controll«l,  nature's  consequence 
is  through  misery  and  vice  to  place  a  definite  physical 
limitation  which  man  cannot  control  and  beyond  which 
he  cannot  go.  Consider  Malthus's  later  work  on  poUttcal 
economy  and  this  leaves  no  room  for  doubt;  it  shows  be- 
yond question  that  his  thought  was  tuned  to  and  ruled 
by  the  laws  of  exact  science  dealing  with  material  things. 
Rent  due  to  physical  differences  in  soil  and  the  natural 
law  of  diminishing  returns;  wages  due  to  the  procreative 
instincts  and  to  the  niggardliness  of  nature;  interest  fixed 
by  the  natural  workings  of  self-interest — these  were  chief 
tenets  of  his.  Malthus  brought  in  enough  of  volitional 
control  to  save  his  doctrine  from  being  characterized  as 
predestination  in  its  boldest  form.  The  positive  check  w 
his  main  interest  and  the  theory  of  his  treatise  was  buHi 
aroimd  it. 
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19.  Progress  from  Pressure.— Closely  related  10  these 
checks  is  the  dynamic  influence  which  pressure  seems  to 
bring  about.  The  poverty  engendered  by  pressure  acts 
as  a  powerful  stimulus  in  the  development  of  industry, 
science,  and  invention.  It  took  the  pressure  of  war  to 
bring  out  numerous  devices  preWously  unknown,  to  per- 
fect forms  of  organization  and  strategic  moves  with  power 
to  overcome  the  force  of  the  enemy.  Man  must  also  in- 
vent, reorganize,  and  marshal  anew  his  forces  in  his  time- 
eoduring  contest  with  the  niggardliness  of  nature. 

Malthus,  unwilling  to  give  more  credit  than  that  of  an 
arithmetical  progression  to  human  ingenuity,  looked  upon 
increasing  numbers  as  deadening  to  progress.  Were  Mal- 
thus now  alive  he  would  doubtless  admit  that  the  experi- 
ence of  a  century  shows  supplies  to  have  outgrown  the 
number  of  people.  But,  he  would  admonish  us,  experience 
is  often  a  deceptive  teacher;  the  past  century  must  be 
regarded  as  a  period  of  readjustment  and  of  the  occupa- 
tion of  new  lands.  The  end  of  this  period  of  prosperity 
b  rapidly  approaching. 

20.  President  Hadley's  Statement.' — "This  pressure  of 
population  upon  subsistence  serves  in  no  slight  degree  as  a 
stimulus  to  improveraent  in  the  arts.  It  was  this  which 
forced  hunting  tribes  to  practise  the  domestication  of  ani- 
mals. It  was  this  which  forced  wandering  pastoral  tribes 
to  settle  down  and  apply  themselves  to  the  less  e-Tciting 
and  agreeable  arts  of  agriculture.  It  is  this  which  has 
done  much  to  accelerate  the  change  from  the  military 
organization  of  society  to  the  modern  sj'Stem  of  free  labor. 
The  attempt  to  provide  lor  all  children  that  might  be  born 
would,  in  the  opinion  of  the  Malthuaian,  not  only  prove 

'  Ecoaomics,  pp.  45-46. 
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futile  from  ihc  difTicully  of  fimlinf;  food  enough  to  go 
around,  but  it  wuuUl  abo,  first,  tnkc  away  the  stimulus 
under  which  progress  had  I)cen  mudu;  second,  put  a  stop 
to  the  natural  selection  of  the  stronger  individuals  and 
families  and  retlucc  the  race  to  a  dead  level;  third,  impair 
the  capital  of  the  community  through  increased  consump- 
tion and  dimini^he<l  production  so  much  that  it  could  not 
miimtain  the  stage  of  civilization  which  it  had  reached, 
and  that  its  progress  must  give  place  to  retrogressioa. 
The  Malthusian  therefore  argues  that  society  cannot  un' 
dertake  to  relieve  its  members  from  the  pressure  and  from 
the  evils  of  poverty  unless  they  TkiU  consent  to  adopt  pre- 
ventive checks  to  population." 

21.  Doctrines  Logically  Following  Malthusianlsm.— To* 
day  there  is  no  fear  of  universal  misery,  although  our  sys- 
tem of  property  may  threaten  the  very  existence  of  numcr-  ^. 
ous  families.  But  is  it  not  the  bu^ess  of  society  to  pro*'^| 
vide  for  its  memlwrs?  On  the  whole  poverty  is  decreas- 
ing, and  many  who  sutler  want  have  but  themselves  to 
blame.  None  Uie  less,  the  present  sj-stcm  is  criticised  for 
falling  short  of  its  duty ;  when  any  man  is  willing  to  work, 
it  is  said,  he  should  not  be  denied  the  privilege.  Malthus 
made  sharp  criticism  of  this  idea  on  the  ground  that  society 
could  not  undertake  to  furnish  employment,  and  that 
jMJverty  grew  out  of  the  pressure  of  population  upon  the 
means  of  subsistence.  He  thought  it  no  indictment  against 
society  that  the  struggle  for  existence  should  reduce  some 
to  poverty. 

Would  Malthus  sanction  the  distribution  of  alms  ami 
the  poor  ?    The  question  of  charity  has  always  been  a  per- 
plexing one;  there  arc  many  who  can  produce  large  for- 
tunes, but  surprisingly  few  who  can  give  wisely  to  charity. 
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Right  or  wrong,  Malthus  could  have  but  one  coaclusion — 
to  give  charity  adds  to  the  cvi!  of  overpopulation.  In 
criticism  of  an  English  poor  law,  he  said;  "Canute,  when 
he  commanded  ihe  waves  not  to  wet  his  princely  foot,  did 
not  in  reality  assume  a  greater  power  over  the  laws  of 
nature."  He  thought  that  public  charity,  with  particular 
reference  to  England's  system  of  poorhouses,  wouk)  en- 
courage child-bearing.  "The  poor  are  themsclvej  the 
cause  of  their  own  poverty,"'  but  if  the  state  assumes  the 
burden  of  this  poverty  there  can  be  no  limit  to  overpopu- 
lation short  of  reducing  the  whole  people  to  the  minimum 
of  subsistence. 

The  population  theory  made  a  protectionist  of  Malthus. 
A  system  of  international  trade  bringing  into  England  an 
abundance  of  necessities  only  augments  the  ill  effects  of 
overaumbers.  Let  England  limit  her  population  in  ac- 
cordance with  the  provisioning  of  her  own  soil,  he  argues, 
and  her  difficulties  nill  be  less  when  international  wars 
cut  her  off  from  the  markets  of  the  world. 

This  theory  has  stood  in  the  way  of  social  relief,  has 
defended  the  capitalist,  and  shifted  the  responsibility  for 
the  maldistribution  of  wealth  from  human  institutions  to 
natural  laws.  To  feed  the  hungry  and  clothe  the  naked 
is  to  run  counter  to  the  decree  of  Providence,  for  let  the 
capitalist  divide  profits  with  the  poor  and  no  relief  is  given. 
Nixrabcrs  multiply  in  proportion  to  charity  given,  only  to 
press  again  u{Km  the  means  of  subsistence.  Charity  can 
cfflly  impoverish  the  giver,  and  it  cannot  aid  the  pauper; 
if  it  tends  to  equality,  it  is  an  equality  of  common  mis- 
ery. 

32.  The  Simplicity  of  Malthus's  Basic  Assumption.— In 
many  respects  there  is  close  :)iniilarity  between  the  writings 
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of  Malthus  and  Darwin.  The  struggle  for  existoice  is, 
said  Darwin  hims«lf,  Malthusianism  applied  to  the  whole 
animal  ami  vegetable  world.  Despite  the  similarity  of  sub- 
ject matter  and  lines  of  treatment,  there  was  a  vast  differ- 
ence in  roetl]od  between  these  famous  scholars.  Malthus 
reduced  his  problem  to  an  unreal  simplicity;  he  reasoned 
concerning  man  as  he  would  concerning  an  Australian 
rabbit.  He  thought  of  either  as  ha\^ng  a  few  defi> 
nltcly  fixed  attributes  unalterable  by  drcumstacces. 
Darwin's  was  a  doctrine  of  adaptability.  It  was  his 
thought  that  animals  change  cbaracteristtcs  in  conformity 
with  their  environment,  and  that  "reasoning  man  excels 
in  adaptability."  BrieSy  put,  the  view  of  Malthus  was 
static,  that  of  Darwin  dynamic. 

How  did  Malthus  apply  bis  <ump!e  notion  of  human 
nature  to  the  question  of  marriage?  He  was  willing  for 
the  rich  to  marry  young,  for  in  all  respects  his  was  a  rich 
man's  doctrine  that  made  a  public  benefaction  of  the  greed 
and  self-interest  of  the  upper  class.  But  he  admonished 
the  poor  to  delay  marriage,  for  he  regarded  early  marriage 
and  large  families  as  convertible  terms.  His  purpose  was 
to  shorten  the  procreatlve  period  of  married  life. 

His  characteristic  error  lay  in  the  assumption  that  the 
procreative  instincts  of  animals  and  men  are  essentially 
the  same.  He  treated  too  lightly  the  moral  and  intellec- 
tual differences,  but,  most  important,  he  virtually  ignored 
the  distinction  between  sexual  and  rejiroductive  instincts. 
Tbe  two  arc  in  no  wise  similar  and  are  governed  by  dif- 
ferent motives.  Gide  well  says:  "Only  to  the  first  can 
be  attributed  that  character  of  irresponsibility  which  he 
wrongly  attributes  to  the  second."  They  differ,  indeed, 
as  animal  instincts  differ  from  the  social  and  religious. 
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23.  Private  Property  and  Family  Development. — Private 
ownership  tends  to  divide  society  into  classes.  This  ten- 
dency calls  for  a  restatement  of  certain  outgrowths  from 
private  property.  WTicn  a  system  of  property  arose  to 
make  men  secure  in  their  possession,  the  result  was  most 
beneficial  yet  an  apparent  violation  of  justice.  It  led  to 
domination  rather  than  extinction  among  successful  fight- 
ers in  an  early  age.    H  there  were  no  right  to  hold  In  pos- 

Bion,  conquerors  would  kill  the  conquered,  whereas  pri< 
vate  property  would  preser\'e  them  as  slaves.  Security  of 
tenure  also  stimulates  the  saving  as  well  as  the  creation  of 
wealth. 

Private  property  divides  families  from  one  another  as  if 
they  were  in  separate  compartments.  It  places  the  house 
of  have  beside  that  of  want,  and  enables  Jones  to  rear  Ids 
family  in  luxury  while  Smith,  who  lives  within  a  stone's 
throw,  must  for  want  of  means  rear  his  family  in  indigence. 
There  is  no  "keeping  up  with  the  Joneses"  on  the  part  of 
Smith,  for  the  former  has  been  more  prudent  than  the  lat- 
ter. This  individualizes  the  problem  of  overpopulation 
by  bringing  it  within  the  discretion  of  each  householder. 
It  enables  a  progressive  advance  of  the  members  of  a 
family  from  generation  to  generation,  and  again  it  permits 
the  poverty  of  a  family  to  deepen  from  generation  to  gen- 
eration. 

But  what  of  family  progress  were  the  burdens  of  poverty 
equally  shared?  In  a  social  state  the  burdens  of  the  im- 
provident would  drag  all  down  to  a  common  state  of  i>ov- 
erty.  Private  property  then  gives  free  play  to  the  proceaa 
of  natural  selection  of  the  t>pcs  most  fit  to  surxive. 

"At  this  point,  it  is  interesting  to  note  one  of  the  great 
economic  paradoxes.    They  who  call  themselves  socialists. 
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and  who  might  therefore  be  supposed  to  look  at  things ' 
Irom  the  standpoint  of  the  group  or  the  slate,  arc  the  very 
pec^lc  who  are  least  inclined  to  do  anything  of  the  kind. 
To  them  the  group  or  the  stale  Is  onlj'  an  agency  through 
which  individual  rights  and  ad%'antages  are  to  be  obtained. 
The  kind  of  reasoning  which  necessarily  foUovrs  from  the 
conception  of  the  group  as  an  entity  having  interests  more 
permanent  and  greater  than  those  of  individuals  is  pecu- 
liarly abhorrent  to  them.  Such  an  idea  as  that  the  ad- 
vantage should  be  given  to  the  strong  rather  than  the^l 
weak,  in  order  that  the  herd,  group,  or  state  may  become  ™ 
eventually  a  herd,  group,  or  state  of  strong  members,  is 
diamctncally  opposed  to  all  their  Ideals  and  ways  of 
thinking."  >  ^ 

24.  The  Influence  of  Freedom  and  Public  Education.—  V| 
Common  property  implies  a  common  burden,  and  what- 
ever may  be  one's  endeavor  to  act  with  prudence,  he  can- 
not emancipate  himself  from  the  burden  of  poverty  caused 
by   the   imprudence  of  others.    Private  property   tends  ^ 
rather  to  happy  fewness;  Jones  is  responsible  both  for  the^| 
size  of  his  family  and  for  Its  provisioning.    Thb  gives  mo- 
lives,  on  the  one  hand,  to  have  the  family  smaller,  and, 
on  the  other,  to  produce  wealth  for  its  subsistence  and  to 
save  wealth  for  its  maintenance.  ^M 

But  men  are  imitative,  and  the  craving  to  enjoy  the^l 
status  of  the  well-to-do  affects  the  masses.  In  a  state  of  ^j 
private  prt^rty  and  freedom,  such  as  ours,  this  cravtng:^| 
for  ihe  luxuries  of  tlie  rich  shows  itself  in  an  economy  of  off-  " 
spriiig.    As  Professor  K.  A.  Ross  says:'  "The  little  stranger 


'Thomu  K.  C«n-cr,  EiMy*  in  Social  JiuUce,  p.  at. 
*W<«cm  avitiiatioB  aad  Ihe  Biith-Rate.     Publkatlons  tA  the  Atatri- 
tan  Ecvwoik;  AMOcUtktn  (3d  leria,  yni.  Vtll,  No.  1}  Feb,  1907.  pp.  8o-£i. . 
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trenches  on  raiment,  bric-a-brac,  upholstcr>',  travel,  enter- 
tainment. Here  the  decencies,  there  the  comforts,  yonder 
the  refinements  and  vanities  of  life  compete  ■with  the  pos- 
sible child  and  bar  it  from  existence."  Our  state  knows 
no  durable  system  of  caste;  "wide  stairways  arc  opened 
between  the  social  levels,  and  mea  are  exhorted  to  climb 
if  they  can."  If  children  Impede  the  climbers,  prudence 
will  take  care  that  children  are  not  born.  From  this  I 
conclude  that  our  free  educational  system  is  now  a  factor, 
and  Is  destined  to  become  a  most  powerful  factor,  in  the 
prevention  of  families  burdensomely  large  among  the  poor. 

25.  Conclusion  on  the  Limit  of  Numbers.— The  preven- 
tive and  positive  checks  both  operate,  the  latter  among 
backward  people  and  the  former  among  the  more  cultured. 
In  an  advanced  countr>',  as  France,  where  the  population 
has  been  almost  stationary  for  years,  volluonal  control 
regulates  numbers,  whereas  among  the  Eskimos,  where 
"the  girl  is  married  in  her  teens  and  carries  a  baby  on  her 
back  each  summer."  the  population  is  stationary  wholly 
because  of  the  positive  check. 

We  have  found  that  in  a  state  of  free  labor  and  private 
property  the  responsibilities  of  rearing  children  are  indi- 
vidualized; they  fall  directly  upon  the  parent  and  only 
indirectly  upon  society.  We  have  found  that  with  the 
spread  of  knowledge  the  reproductive  instinct  tends  to 
divorce  itself  from  the  sexual  instinct.  These  facts  reduce 
the  problem  to  its  simplest  form.  Each  parent,  realizing 
the  personal  responsibility  involved,  and  apart  from  sexual 
instinct,  answers  this  question — how  many  children  do  I 
want? 

Three  considerations  enter  into  his  answer — bis  plane  of 
living,  his  standard  of  living,  and  the  devotion  he  would 
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feci  for  the  oUspriag.    These  influences  vary  from  pcrsoa; 
to  person. 

The  plane  of  living  is  his  actual  possession  and  enjoy- 
ment of  goods — hLs  actual  level  of  subsistence  and  comfort. 
It  Is  an  objective  fact.  The  standard  of  living  ts  a  subjec- 
tive fact — a  fact  of  thought,  desire,  and  purpose.  I 

If  one's  plane  of  living  is  above  his  standard  of  living, 
children  are  more  likely  to  be  welcomed.  Children,  too, 
are  welcome  if  one  U  opiinjistlc  r^arding  the  future  of  his 
plane  of  living.  An  intense  love  for  children  serves  to 
cause  a  willingness  to  lower  the  plane  below  the  standard 
of  living. 

In  a  larger  sense  the  apportionment  between  the  num-| 
bers  of  pe<^le  and  the  productive  resources  must  aJIcct 
the  individual  planes  and  standards  of  living.  If  the 
average  standard  of  living  is  low,  the  adjustment  of  num- 
bers to  resources  will  be  fixed  at  a  point  where  the  plane  of 
living  will  be  low.  The  growth  of  numbers  will  be  arrested 
where  the  proportionality  between  the  numbers  of  people 
and  the  resources  come  into  conformity  with  the  standard 
of  living.  Numbers  will  increase  as  the  standard  of  living 
is  lowered,  and  vice  versa. 

I  am  aware  that  a  full  discus^on  of  the  suf^y  of 
labor  would  carry  us  beyond  a  mere  study  of  the  increase 
of  numbers;  the  strength,  knowledge,  inventiveness,  and 
character  of  pe<^Ie  bear  upon  the  productive  capacity  of 
labor.  Further  than  the  slight  consideration  already  given 
these  important  matters,  however,  the  scope  of  thb  book. 
will  not  permit  us  to  go. 


26.  Exercises. — t.  Real  wages  arc  higher  in  Europe  Uulu 
■In  Chip"   "«'*  higher  in  the  United  States  than  In  Eurc"-™ 
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Assume  that  you  were  asked  to  make  an  investigation  to 
explain  the  differences  between  the  real  wages  in  these 
countries.  What  questions  would  you  ask  relative  to  the 
envirorunent  of  labor  in  the  different  countries?  What 
questions  would  you  ask  relative  to  tlic  laborers  themselves 
in  the  different  countries?  What  questions  would  you  ask 
relative  to  the  political  and  economic  institutions  in  the 
different  countries? 

2.  During  the  World  War  doctors  of  medicine  were  so 
scarce  that  their  services  commanded  a  very  high  price, 
yet  the  supplj'  of  doctors  could  not  be  readily  increased. 
Might  there  have  been  a  similar  situation  with  respect  to 
painters?  plumbers?  ditch-diggers? 

3.  At  a  given  time  are  artisans  of  equsi  skill  paid  the 
same  wages  in  the  different  industries?  Why  or  why  not  ? 
Is  the  tendency  in  the  long  run  for  the  wages  of  equally 
skilled  artisans  in  different  industries  to  be  the  same? 
Why  or  why  not? 

4.  Point  out  some  peculiarities  relative  to  the  supply  of 
labor.     (Paragraphs  5-6.} 

5.  How  docs  the  attitude  in  old  countries  relative  to  the 
increase  in  the  population  differ  from  that  held  in  new 
countries?    Explain  the  cause  of  this  difference. 

6.  Write  a  brief  account  of  the  life  of  T.  R.  Malthus. 

7.  What  wa.<i  the  Malthusian  theory  of  population? 
Make  an  argument  either  for  or  against  this  theory. 

S.  ^liat  bearing  does  the  institution  of  private  property 
have  upon  the  number  of  births? 

9.  With  the  spread  of  knowledge  the  reproductive  in- 
stinct tends  to  divorce  itself  from  the  sexual  instinct.  One 
writer  says  that  the  effect  of  this  truth  is  "a  tendency 
toward  the  survival  of  the  unfittcst."  What  does  he 
mean  ?    Is  he  corn-ct  ? 

10.  What  h  the  limit  to  the  number  of  rabbits  in  Aus- 
tralia? Do  the  same  influences  limit  the  number  of  people  ? 

11.  If  the  maximum  human  birth-rate  were  constantly 
maintained,  what  would  be  the  effect  on  the  average  dura* 
tjonoflife?    (Fetter.) 
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13.  The  population  of  Blank  City  is 


— .     The  num- 
ber of  births  in  that  city  each  week  is ,  thus  the 

number  of  births  a  year  is .    So  we  say  the  birth- 
rate is .    The  number  of  deaths  each  week  is , 


thus  the  number  of  deaths  a  year  is 

the  death-rate  is .    The  birth-rate  is 

the  death-rate  by per  cent. 

the  population  of  that  city  is 


So  we  say 

/^    than 
larger 

The  annual  f^^!^  of 
increase 

.    Fill  in  the  blank 


spaces  and  cancel  such  words  as  may  not  be  necessary. 

13.  "From  the  following  and  similar  figures  a  GMman 
statistician  formulated  what  is  called  'Engel's  law/  as  to 
the  proportion  of  the  expenditiues  going  for  food." 

PER  CENT  SPENT  BY  FAMILIES  IN  SAXONY 


T  jhrtpinj 


UiddlcCUB 


WdUo-da 


Food 

Clothmg 

Shelter 

FireBnd  li^t 
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How  would  you  formulate  the  "law"? 


CHAPTER  XIX 
LABOR  AND  MACHINERY 


I.  Ltbot  tlcfiocd.  1.  Lftbor,  direct  aiKi  indirect.  3.  The  dcrouid  for 
Ubor.  «.  Variety  of  dcmuit).  5.  The  "Dnkke-work"  fdUc>-.  6.  llroLm- 
panc  pbilowphy.  7.  "Good  for  the  Inulc."  8.  The  "lump-ot-Ubur"  M- 
i«cy,  o-  Queslion  ruMd  by  the  introduclinn  of  mnrhineiy,  10.  The  la- 
bom's  viet*-point.  II.  Ttieso  hatdships  on  the  decline.  ■>.  Hachinery 
and  muket  demitads.    ij.  Machinery  improves  the  Uhorer.    14.  ICxerdfien. 

I.  Labor  Defined.— It  seems  waste  space  to  define  labor, 
for  who  does  not  know  the  meaning  of  this  common  term? 
Common  terms  are  deceptive,  however,  and  !ead  to  diffi- 
culty when  exposed  to  examination.  "Much  philosophy 
is  wanted  for  the  correct  obser\'ation  of  things  which  are 
before  our  eyes."  The  sctor,  the  musician,  and  the  ball- 
player— do  these  labor  or  play?  They  both  play  and 
labor;  enjoyable  labor  is  play  and  remunerative  play  is 
labor. 

Again,  one  may  labor  for  another  receiving  a  contract 
wage,  or  he  may  drive  his  own  team,  till  his  own  soil,  keep 
his  own  shop,  thus  laboring  for  himself  for  such  income 
as  he  may  acquire. 

Furthermore,  labor  may  take  tangible  form  when  the 
builder  con.structs  a  house,  or  the  product  may  be  intangi- 
ble as  the  ser\ice  of  the  ph>'slcian  or  the  lawyer. 

What  is  more,  disagreeable  toil  does  not  define  labor. 
To  pile  stones,  then  to  no  purpose  repile  them,  would  be 
toil,  to  be  sure,  but  we  should  classify  the  tuiler  in  another 
category  than  that  of  laborer.    Nor  is  pleasure  the  central 
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Idea  in  the  definition  of  labor.  Because  idleness  is  a  dis- 
agreeable prick  to  the  conscience,  it  is  but  natural  to  find 
pleasure  in  fruitful  labor.  There  is  pleasure  without  labor, 
however,  in  amusement  and  entertainment. 

If  neither  pleasure  nor  pain  can  serve,  may  purpose 
ser\'C  as  the  central  idea  in  labor?  The  farmer's  purpose 
is  good  and  the  rogue's  purpose  is  bad,  and  the  fool's  pur- 
pose is  misdirected;  no  one  finds  fault  with  the  dreamer's 
purpose,  but  is  he  laboring  who  squanders  time  and  relen 
less  toil  in  the  hopeless  ta^  of  securing  a  perpetual  mi 
lion  ?  Not  as  we  believe. 
'  1&  reward  a  safe  criterion  by  which  to  judge  what  is  and 
what  is  not  labor?  The  tourist  climbs  the  mountain  for 
pleasure  and  the  guide  for  pay.  ITic  two  perform  the 
same  act,  but  for  different  rewards;  it  is  newly  found  joy 
for  the  one  and  monotonous  toil  for  the  other.  Certainly 
the  guide  labors,  but  the  tourist  is  a  consumer  spending 
money  for  cnjo>'ment.  Should  one  toil  diligently  for  a 
di&honest  paymaster  there  would  be  labor,  but  no  rewai 
A  turn  in  business  may  wipe  out  the  fruits  of  long  labor, 
On  the  contrary,  fortune  may  favor  the  idle  with  unearned 
rewards.  The  nature  of  reward  helps  little  in  the  deQni- 
tion  of  labor.    These  remarks  suggest  difficulty.  | 

Labor  is  productive  and  is  classified  among  productive 
agencies.  Production  wc  have  found  to  be  the  creation 
of  desirabilities  and  utilities.  I  shall  define  labor  as  human 
effort,  Mcntai  or  physical,  directed  toward  the  creation  <^  do- 
sirabiiitics  and  utilities.  This  definition  avoids  the  errors 
above  criticised,  and  places  labor  in  the  category  of  pro- 
ductive agencies.  | 

2.  Labor,  Direct  and  Indirect.^Tn  the  principles  of  cost- 
keeping  the  labor  element  of  cost  is  divided  into  two  classes. 
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AH  work  done  directly  upon  the  product  and  recognizable 
05  fwrtaining  only  to  the  operations  upon  it  b  called  direct 
labor.  But  there  is  much  facilitating  work  not  directly 
applied  to  any  jiarticular  product.  'I'hus  in  factories  the 
fireman,  the  engineer,  the  oiler,  the  crane  men,  errand 
bo>'s,  office  help,  etc.,  arc  employed  in  acti\'itics  that  are 
general  and  not  siwdfic,  or  the  time  that  they  arc  cm- 
ployed  on  any  one  job  is  so  .short  that  iniclligcnt  distri- 
bution of  their  labor  is  uncertain.  Such  is  called  indirect 
labor. 

3.  The  Demand  for  Labor.— The  total  demand  for  labor, 
in  a  broad  sense,  consists  of  the  available  resources  which 
would  lie  idle  apart  from  human  aid.  It  little  matters 
how  rich  the  mine,  how  fertile  the  soil,  how  luxurious  the 
gras.^  how  Invigorating  the  climate,  how  abundant  the 
coal,  or  plentiful  the  iron,  or  how  manifold  the  resources 
of  nature,  human  labor  muat  co-operate  before  wealth  is 
produced.  If  resources  arc  more  limited  in  Kcvada  than 
in  Pennsylvania,  the  population  will  be  smaller  in  the 
former  because  the  demand  for  labor  is  larger  in  the  latter. 
Labor  is  one  of  the  necessary  agents  of  production  and 
where  other  such  agents  abound  th^re  labor  is  in  demand. 

Men  hire  labor  for  what  it  produces,  as  they  borrow 
mone>'  for  what  it  buys;  the  motive  of  the  employer  is  in 
the  product  of  the  labor.  If  you  demand  a  good,  you  in- 
directly employ  labor,  for  the  good  is  the  product  of  labor. 

Labor  begets  labor,  because  the  product  of  one's  labor 
is  the  means  of  emploj'ing  more  labor.  Wlicn  all  produce 
for  the  market,  each  buys  goods  produced  by  another  and 
paj-s  for  them,  directly  or  Indirectly,  with  his  own  prod- 
ucts. A  product  for  sale  Is  a  demand  for  another  product, 
and  hence  a  demand  for  labor.     Ever}'  producer  6nds  the 


432 


Introduction  to  Economics 


most  extemuve  vent  for  his  wares  in  those  places  where] 
most  wealth  is  produced. 

Could  the  laborer  see  that  each  additional  product  is 
equally  as  effective  as  is  the  employer's  pocketbook  in 
creating  a  demand  for  labor,  he  would  oace  for  all  aban- 
don the  crude  philosophy  which  teaches  that  a  "limited 
output  increases  the  demand  for  labor."  The  laborer  is  a 
merchant  bargaining  for  the  sale  of  his  own  scr\'icc.  Com' 
pare  a  merchant's  opportunities  in  a  rich  town  with  those 
of  the  merchant  in  a  community  of  indolence  and  apathy. 
Sales  are  few  and  at  a  small  price  when  the  customers  Iiave  ^ 
nothing  to  pay.  ^M 

4.  Variety  of  Demand. — The  demand  for  labor  is  co- 
extensive with  the  demand  for  goods  and  services.    When 
the  market  demand  for  goods  is  elastic,  so  also  is  the  market 
demand  for  tabor.    For  the  labor  that  produces  staples,  fl 
whose  volume  of  sale  varies  little  with  price  movements, 
the  condition   of  employment  is  comparatively   steady.  ^ 
Labor  ls  uncertain  in  tenure  and  wages  fluctuate  morcifl 
when  the  sale  of  the  product  depends  upon  a  vao'ing  de- 
mand.   Labor   is   called   upon    to   readjust   itself   when 
fashions  change,  when  bicycles  give  way  to  automobiles, 
when  temperance  closes  the  distilleries  and  breweries,  when 
war  gives  rise  to  munition-plants,  when  men  go  to  fight 
and  women  go  to  work. 

Fitting  workmen  into  the  industrial  s>'stem  and  fitting 
the  industrial  system  to  workmen  and  these  to  a  changing 
demand  is  a  grave  problem.  Crises  of  unemplo^'mcnt 
arise,  and  with  these  agitators  become  the  mouthpiece  of 
the  discontented;  industrial  strategy  fails,  thus  putting  the 
conservative  to  their  wits'  end,  while  revolutionarj-  sodal- 
ists  take  the  stump  in  behalf  of  "justice  and  a  decent  wage." 
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When  in  war  the  enemy  makes  a  surprise  attack  at  one 
point,  the  need  for  additional  troops  is  immediate,  but  it 
takes  time  to  supply  these  from  a  distant  field;  the  battle 
is  lost  because  the  supply  is  tardy  and  the  need  is  quick. 
So  also  an  abrupt  Industrial  change  makes  a  hasty  de- 
mand for  labor,  but  much  time  h  required  to  marshal 
workers  from  accustomwl  employments  and  school  them 
for  the  untried  task.  Some  sutler  privation  and  others 
rc^  gain;  however,  the  misfortunes  of  the  oppressed 
would  rarely  be,  were  labor  adjustments  concurrent  with 
demand.  The  uneven  pace  of  labor  and  demand  gives 
rise  to  many  problems,  and  not  least  among  these  is  the 
uneven  pace  of  wages  and  prices.  Statistics  bear  out  this 
reasoning;  the  tendency  of  wages  is  to  follow  prices,  but 
a  curve  representing  the  rise  of  prices  mounts  more  rapidly 
and  declines  more  rapidly  than  does  the  curve  representing 
the  wages  of  labor. 

S-  The  "Make- Work"  Fallacy.— Idleness  brings  dis- 
content to  U.Ix)r,  for  to  deprive  the  workman  of  wages  is 
to  deny  him  the  necessities  of  life,  to  bring  humiliation 
upon  himself  and  his  family,  to  deaden  his  self-respect  and 
prepare  bis  mind  for  acts  of  crime,  rapine,  and  violence, 
Rather  than  idle  workmen  with  the  consequent  discontent, 
revolutionary  socialism,  aiid  crime,  the  state  should  pro- 
vide work  at  the  public  expense,  even  if  this  work  creates 
no  useful  thing  or  renders  no  valuable  service-  It  would 
be  better  artificially  to  screen  the  skies  to  "make  work" 
for  the  candle-makers  than  to  have  these  men  walking  the 
streets  in  idleness. 

Thb  is  not  an  argument  for  a  make-work  policy;  the 
point  here  is  that  of  the  two  evils  the  make-work  idea  is 
less  than  that  of  idleness.    The  real  fallacy  in  the  "make- 
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work  "  idwi  has  never  been  so  well  expressed  as  by  Frederic  , 

Bastiat.     He  brings  out  the  point  in  his  so-called —  ^H 

6.  Broken-Psne   Phflosophy.*— "Have   you    ever  had 
occasion  to  witness  tiie  fury  of  the  honest  burgess,  Jacques  ^^ 
Bonhotnme,  when  his  scapegrace  son  has  brdien  a  pane  of  ^| 
glass?    If  you  have,  you  cannot  fail  to  have  observed  that 
all  the  bystanders,  were  there  tliirty  of  them,  lay  their 
heads  together  to  offer  the  unfortunate  proprietor  this 
never-failing  consolation,  that  there  Is  good  in  every  mis-  ^| 
fortune,  and  tliat  such  accidents  give  a  fillip  to  trade. 
Everj'botly  must  live.    If  no  windows  were  broken,  what 
would  become  of  the  glaziers?    Now,  this  formula  of  con- 
dolence contains  a  theory  which  it  is  proper  to  lay  hold  of  ^1 
in  this  very  simple  case,  because  it  is  exactly  the  same  ^^ 
theor>*  which  unfortunately  governs  the  greater  part  of  ^ 
our  economic  mstttutions.  ^| 

"Assuming  that  it  becomes  ncccssar>'  to  expend  mx 
francs  in  repairing  the  damage,  if  you  mean  to  say  that  the 
accident  brings  in  six  francs  to  the  glazier,  and  to  that 
extent  encourages  his  trade.  I  grant  it  fairly  and  frankly, 
and  admit  that  you  reason  justly. 

"The  glazier  arrives,  does  his  work,  pockets  his  monej', 
rubs  his  hands,  and  blesses  the  scapegrace  son.  Thai  is 
what  \t>e  see. 

"But  if,  by  way  of  deduction,  you  come  to  conclude,  as 
is  too  often  done,  that  it  is  a  good  thing  to  break  win- 
dows—that it  makes  money  circulate — and  that  encourage- 
ment to  trade  in  general  Ls  the  result,  I  am  obliged  to  cry, 
'Haiti'  Your  theory  stops  at  what  we  see,  and  takes  no 
account  of  wlmt  ut  donU  see. 

"We  don't  sec  that  since  our  burgess  has  been  obliged 
'QuoUd  by  F.  A.  Walker.    I'olitical  Eoonom}',  pp.  331-331. 
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to  spend  liis  !ux  francs  on  one  thing,  he  can  do  longer  spcud 
them  on  another. 

"  We  don't  see  that  If  he  had  not  this  pane  to  replace  he 
■would  have  replaced,  for  example,  his  shoes,  which  are 
down  at  the  heels,  or  have  placed  a  new  book  on  his  shelf. 
In  short,  he  would  have  employed  his  six  francs  in  a  way 
in  which  he  cannot  now  employ  them.  Let  us  sec,  then, 
how  the  account  stands  with  trade  in  general.  The  pane 
being  broken,  the  glazier's  trade  is  benefited  to  the  extent 
of  six  francs.     Tk<U  is  what  a«  see. 

"If  the  pane  hud  not  been  broken,  the  shoemaker's  or 
some  other  trade  would  have  been  encouraged  to  the 
extent  of  mx  francs.  That  is  what  tt«e  don't  see.  And  if  wc 
take  into  account  what  we  don't  see.  which  is  a  negative 
fact,  as  well  as  what  we  do  see,  which  is  a  positive  fact,  we 
shall  discover  that  trade  in  general,  or  the  aggregate  of 
national  industry,  has  no  interest,  one  way  or  other,  whether 
windows  arc  broken  or  not. 

"  Lxt  us  sec,  again,  how  the  account  stands  with  Jacques 
Bonhommc.  On  the  last  hypothesis,  that  of  the  pane 
being  broken,  he  spends  six  francs,  and  gets  neither  more 
nor  less  than  he  had  before,  namely,  the  use  and  enjoy- 
ment of  a  pane  of  glass.  On  the  other  hypothesis,  namely, 
that  the  accident  had  not  happened,  he  would  have 
expended  six  franas  on  shoes,  and  would  have  had  the 
enjoyment .  both  of  the  shoes  and  of  the  pane  of 
glass. 

"Now  as  the  good  burgess,  Jacques  Bonhomrae,  con- 
stitutes a  fraction  of  society  at  large,  we  are  forced  to  con- 
clude that  society,  taken  in  the  aggregate,  and  after  all 
accounts  of  labor  and  enjoyment  have  been  squared,  has 
lost  the  value  of  the  pane  which  has  been  broken." 
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7.  "  Good  for  the  Trade." — ^Thc  make-work  idea  ap- 
pears in  majiy  forms:  "Blessed  is  that  country  where  the 
rich  arc  extravagant  and  (he  poor  arc  economical.  A 
rich  spendthrift  is  a  blessing  and  a  rich  miser  !s  a  curse; 
extravagjuicc  is  a  splendid  form  of  charity.  Let  the  rich 
spend;  let  them  build;  let  them  give  work  to  their  fellow- 
men."     (R.  G-  IngersoU.) 

Miss  Giidia  Morosmi,  daughter  of  the  Italian  banker,  is 
reported  to  have  spent  $250,000  a  year  on  dress.  '*One 
thousand  dollars,"  she  said,  "is  a  modest  price  to  pay  for 
a  gown,  and  I  have  many  that  cost  almost  five  thousand." 
She  was  "economical"  in  shoes,  using  only  forty  pairs  a 
year  at  an  average  cost  of  $50  each,  and  so  with  gloves 
and  handkerchiefs,  which  cost  only  61,000  each  a  year. 
"For  lingerie  my  bill  last  year  amounted  to  $15,000. 
Stockings  at  $10  a  pair  and  corsets  at  $50  I  do  not  con- 
sider extravagant."  Upon  New  York's  far-famed  speed- 
way she  drove  her  "spiked"  team  of  three  horses,  which 
were  valued  at  $30,000,  while  the  superbly  appointed 
"turnout"  cost  $5,000.  How  justify  this  rank  extrava- 
gance? "It  is  ail  good  for  the  trade,"  said  she.'  Miss  m, 
Morosint,  like  Empress  Eugenie,  wore  no  pair  of  gloves  ^| 
more  than  once,  and  helped  other  industries  by  purchas- 
ing many  ^Iks  and  laces. 

TTiese  extra^-agances  are  good  for  the  trades  in  question. 
They  miUcc  not  a  greater  but  a  less  demand  fur  labor  as  a 
whole.  Tlie  labor  and  capital  used  to  meet  those  extrava- 
gant demands  are  with<]rawn  from  the  production  of  neces- 
sities. When  necessities  must  compete  with  extravagances 
for  labor  and  capital  there  will  be  fewer  improved  farms, 
.fewer  herds  of  cattle,  fowc-r  rnil 
I  J/. 


4 


Jjohor  and  Machinery 


437 


» 


I 


I 


factories.  When  a  people  turns  its  means  (ram  the  buUd- 
iag  up  of  the  state's  productive  capacity  and  to  the  arts 
of  extravagant  consumption,  there  will  be  fewer  resource* 
and  a  diminishing  demand  for  labor. 

8.  The  "  Lump-of-Labor  "  Fallacy.— The  lump-of-kbor 
theory  is  based  upon  the  assumption  that  there  is  a  given 
amount  of  work  to  be  done;  if  one  group  of  laborers  docs 
this  work  other  groups  arc  unemployed,  and  if  machinery 
docs  the  work  labor  goes  idle.  Consider  the  girl  at  the 
typewriter.  She,  as  the  rest  of  us,  desires  limited  compe- 
tition and  unlimited  consumption,  but  her  reasoning  leads 
to  gross  errors.  She  argues:  a  limited  number  of  girls  arc 
needed  to  do  the  t>'i)cwritingi  if  wealthy  girls  do  this  work, 
the  injur}'  is  twofoU — the  poor  are  unemployed,  and  in- 
come is  turned  from  those  in  need  only  to  further  add  to 
the  coffers  of  the  rich.  Thus  the  idleness  of  the  rich  t& 
regarded  as  a  benefit  conferred  upon  tie  poor. 

A  professor,  who  should  know  better,  argued  against 
fellowships  for  graduate  students  on  the  ground  that,  "wc 
are  educating  too  many  for  the  profession  and  thereby 
lowering  our  own  salaries." 

We  arc  here  taking  the  social-welfare  point  of  view.  It 
is  not  overlooked  that  the  employment  of  additional 
laborers  works  individual  hardships  in  numerous  cases. 

Even  the  economists  of  a  century  ago  reasoned  upon 
the  assumption  that  "man's  desires  are  limited  by  the  nar- 
row capacity  of  the  human  stomach."  They  must  have 
been  "  lump-of-labor "  theorists,  for  we  produce  only  what 
wc  desire  and  if  the  desire  is  delinitely  ^ed  so  also  must 
be  the  work. 

Wc  now  know  that  de^res  are  dynamic,  not  fixed,  that 
the  more  we  feed  them  the  more  rapidly  ihxy  multiply 
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aod  grow.    The  greatest  welfare  exists  where  there 
most  to  gratify  our  desires;  theo,  on  the  whole,  it  is  to  the 
intere&t  of  laboring  poor  that  the  rich  be  productively^ 
employed.  H 

Were  all  idle,  produclion  would  cease  and  starvation 
would  result.  Were  half  of  our  laborers  to  become  idle, 
the  result  would  be  depopulation,  misery,  and  returning 
barbarism.  Every  idle  person,  rich  or  poor,  is  a.  contribu- 
tion to  \hh  miserable  end.  I'he  poor  girl  .should  not  con- 
demn her  rich  competitor  for  her  lalx)r,  I>ecause  she  in 
reality  creates  the  means  for  paying  herself.  "She  adds 
before  she  divides,  deducts  only  as  she  adds,  and  competes 
only  as  she  co-operates."  The  consumer  only  detracts, 
while  the  producer  adds  to  the  sum  of  goods  divisible. 
There  cannot  be  too  much  produced  and  our  dread  is  of  ^ 
underproduction  rather  than  overproduction.  ^M 

If  we  dcaire  more  wealth  we  arc  forced  to  desire  thc^^ 
employment  of  more  productive  effort.  If  we  object  to 
more  labor  coming  into  the  field,  we  arc  forced  Lo  object 
to  a  further  use  of  machinery'.  The  poor  girl  who  objects 
to  the  competition  of  the  rich  girl  in  typewriting  is  forced 
to  object  to  the  use  of  the  typewriting-machine  she  em-  i 
ploys.  1^ 

9.  Questions  Raised  hy  the  Introduction  of  Machinery.—^ 
Patent  laws  arc  such  that  the  machincr)'  invented  in  one 
country  may  be  used  throughout  the  civilized  wortd; 
Americans,  therefore,  do  not  use  most  machinery  because 
our  people  arc  most  in\-cntivc.  Germany  makes  the  mosr 
extensive  use  of  many  .\merican  inventions.  Then  wA^ 
is  machi  !y  u.sed  in  some  countries  nut 

BO  li'  '  )iffeTenircs  in  the  wages  ol^  1^^ 
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where  wages  are  high,  and  cheapi:r  lo  employ  labor  in 
Chiii^i  where  wugc:i  arc  low. 

If  labor-saving  machinery  is  used  as  a  substitute  (or 
costly  labor,  does  it  not  follow  that  machinery  directly 
competes  with  and  lowers  the  wages  of  labor?  This  has 
b<.-en  a  .standing  question  since  the  beginning  of  the  Indus- 
trial Revolution;  it  is  a  most  important  and  fair  question, 
deser\-ing  thoughtful  reply.  At  one  lime  the  wage-earners 
answered  this  in  the  negative,  and  smashed  machiner)' 
because  they  thought  it  robbed  them  of  a  living  wage. 

If  we  take  the  consumer's  point  of  view,  we  at  once 
(avor  machinery  because  it  augments  production,  Icm*ers 
prices,  and  enables  our  money  to  purchase  more  goods. 
But  we  arc  here  faking  the  laborer's  point  of  view  who  is 
interested  to  know  the  effect  of  machinery  upon  the  dv 
mand  for  \a\xa. 

Temporary  e^ect :  The  entrepreneur  introduces  machin- 
ery for  two  reasons — to  increase  and  hasten  his  volume  of 
output,  to  lower  his  cost  of  production.  Within  a  short 
period  of  time  the  demand  for  any  particular  class  of  goods, 
say  wire  nails,  will  varj'  little.  But  a  sudden  introduction 
of  machinery  would  enable  the  number  of  laborers  who 
have  been  regularly  employed  in  that  business  to  over- 
supply  the  market.  The  first  eiTecl  of  this  machinery  will 
be  the  displacement  of  a  portion  of  the  labor. 

Bearing  witness  to  this  fact  arc  the  uprisings  in  Asiatic 
Turkey  smcc  American  machinery  invacied  those  andcnt 
lands  in  1907.  The  Bible  and  ancient  hi.story  make  record 
of  vast  supj>Ii«s  of  grain  fn>m  those  fertile  lands  in  ages 
now  remote.  Through  all  ihese  centuries  grain  had  been 
Kapcd  by  han<I  and  threshed  by  oxen  dri\'en  around  in  a 
drcle.    The  first  reaper  created  a  sensation,  the  greatest 
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stnze  Mohammed  preached  his  new  religion,  and  all  but 
produced  a  state  of  Hot  among  the  Arabs,  who  dechued  ^J 
that  it  left  nothing  for  them  to  glean.  ^| 

Will  the  entrepreneur  turn  off  all  but  a  sufficient  number 
of  working  men  to  maintam  the  volume  of  output  as  it 
was  prior  to  the  instaUatioo  of  machinery?    The  answer^^ 
must  depend  in  part  upon  the  nature  of  the  product.         J^| 

The  nature  oj  the  prodtut :  If  the  product  is  one  for  which 
the  demand  is  inelastic,  the  chances  are  that  a  consider- 
able portion  of  the  labor  will  not  be  retained.  Should  the  J 
commodity  be  one  for  which  the  demand  is  vci^*  elastiC|i 
the  employer  will  retain  the  larger  portion  of  his  bbor. 
By  iowertng  the  price  he  could  dl^msc  of  a  larger  volume 
of  output,  and  that  at  a  handsome  profit  until  other  com- 
petitors entered  the  field. 

If  the  entrepreneur  enjoys  a  monopoly  he  will  continue' 
the  employment  of  such  a  supply  of  labor  as  wHl  (ii  the 
volume  of  output  at  the  point  of  greatest  net  return.    This, 
again,  will  depend  upon  the  elasticity  of  demand.     In  com- 
petitive industries,  where  the  cost  per  unit,  of  output 
diminishes  with  the  increasing  size  of  the  business,  cut- 
throat competition  is  such  as,  in  many  cases,  to  actually 
incnaae  the  demand  for  labor.    Within  a  century  machin- 
ery increased  tlie  productive  power  of  labor  approximately      ii 
one-hundredfold  in  the  textile  trade,  yet  the  number  of^| 
laborers  increased  in  that  industry  because  of  the  elasticity  ^ 
of  the  demand.    In  this  case,  as  in  the  case  of  the  monopo- 
list, the  volume  of  production  is  enlarged  and  lab<H-  retained 
in  anticipation  of  an  increased  demand.     Generally  speak-i 
ing,  the  temporary'  efFecl  of  machinery  in  a  particular' 
!ndustr>-  is  to  displace  labor  unless  the  product  filb  & 
L  elastic  demand. 
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A  misconcept'on  of  0u  labor-saving  nuickine  :  Some  critics 
attempt  to  prove  that  the  introduction  of  machinery  does 
not  even  temporarily  lower  the  total  demaJid  for  labor. 
Consider  the  manufacture  of  shoes;  they  say  that  while 
the  new  machine  displaces  a  ntunber  of  hand  laborers  it 
also  takes  a  number  of  laborers  to  build  the  machine.  As 
labor  is  reduced  in  making  »boes,  it  is  correspondingly  in- 
creased in  the  production  of  machinery.  But,  let  us  a&k 
these  critics,  in  what  sense  may  we  speak  of  labor-saWng 
machinery  if  machinery  saves  us  no  labor?  There  would 
certainly  be  no  advantage  in  producing  agricultural  imple- 
ments if  the  labor  rctiuired  to  produce  these  were  the  equiv- 
alent of  the  labor  they  save  the  farmer. 

Long-time  effects :  If  we  study  particular  industries 
rather  than  the  whole  field  of  labor,  we  find  results  vary- 
ing with  the  nature  of  the  product.  It  is  but  natural  that 
over  long  periods  of  time  the  demand  will  increase  for  all 
the  different  kinds  of  goods.  Even  those  stajiles  which 
satisfy  the  primary  neetis  will  meet  an  increaang  demand. 
Salt  fills  a  most  inelastic  demand,  yet,  should  the  popula- 
tion double,  the  need  for  salt  would  be  multiplied  by  two. 
Can  we  say,  however,  that,  despite  the  development  in 
the  use  of  labor-saving  machinery,  the  demand  for  tabor 
will  keep  pace  with  the  growing  demand  for  products? 
Certainly  not;  it  would  be  a  contradiction  in  thought  to 
answer  this  question  affirmatively.  In  no  sense,  where 
labor-saving  machinery  is  employed,  will  the  demand  for 
labor  increase  as  rapidly  as  the  increase  in  the  production 
of  and  demand  for  goods. 

Vow  machinery  adarges  the  dcmatid  jor  labor:  It  is  in  a 
broader  sense  that  the  intrcxIuctJon  of  labor-saving  ma- 
chineij''  calls  for  an  increase  in  the  supply  of  labor.    Xm- 
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proved  means  of  production  has  a  double  effect:  to  illus- 
trate, it  makes  shoes  cheaper,  thereby  enabling  the  pu 
chaser  to  increase  his  demand  for  other  thiags,  say  glove 
it  frees  a  certain  amount  of  labor  from  the  shoe  businos^ 
to  go  into  other  lines  of  business,  say  the  glove  business. 

Lf  the  demand  for  a  good  is  very  clastic,  the  tirst  effect 
of  labor-saving  machinery  will  be  to  cheapen  the  product; 
this  will  be  followed  by  an  increased  demand-  If  the 
growt|i  in  demand  is  sufficient,  it  wilt  actually  increase  the 
demand  for  labor,  but  never  in  proportion  to  the  Increasing 
volume  of  product.  The  railway-train  has  supplanted  the 
stage-coach  and  has  set  nuiny  men  to  work  where  the  old 
coach  employed  one,  but  the  amount  of  traffic  has  increased 
more  rapidly  than  has  the  number  of  railway  emplo^'ees. 
Thus,  where  the  demand  is  elastic,  the  amount  of  labor  in 
a  single  industry  may  be  increased  because  of  labor-saving 
improvernenLs  in  that  indu.slry.  ^M 

The  usual  effect  of  cheapening  the  products  of  one  ill^l 
dustry  is  to  create  a  demand  for  the  products  of  another 
industry.  If  a  smaller  portion  of  my  wage  goes  to  pur- 
chase the  common  necessities,  I  have  more  with  which  to 
demand  the  higher  comforts  and  even  the  luxuries  of  life. 
This  new  demand  gives  rise  to  other  industries,  thereby 
making  a  new  demand  for  labor. 

10.  The  Laborer's  View-Point. — The  owner  of  large  ma- 
chinery must  be  a  man  of  means,  and  when  it  was  intro- 
duced into  industry  a  sharp  division  itas.  made  bctweof^l 
llie  capitalists  and  laborers.  This  division  put  an  end  to^^ 
the  companionship  of  the  employer  and  his  hire<I  man. 
They  no  longer  worked  side  by  side  at  the  same  task,  the 
worker  quit  living  in  his  employer's  home,  quit  eating  at 
tlie  same  table  and  sharing  the  same  Preside.     They 
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came  estranged-  Their  interests,  in  a  narrow  sense,  Rrew 
antagonistic;  the  employer  bought  labor  with  the  same 
merciless  interest  as  he  would  buy  raw  materials,  and  the 
laborer's  interest  in  Ms  employer's  welfare  was  nil.  The 
one  wanted  to  perform  the  least  labor  for  the  most  pay; 
the  other  wanted  to  give  the  least  pay  for  the  most  labor. 

Readjustments  cancel  personal  skill:  The  entrepreneur 
would  reduce  cost  by  introducing  machinery,  and  consum- 
ers welcome  machinery  because  its  effect  is  to  lower  prices. 
It  is  easy  enough  for  these  to  admonish  the  worker  to  be 
patient,  to  preach  the  ultimate  good  of  machinery  as  a 
"long-run"  benefit  to  labor  and  society  in  general.  We 
must  not  be  too  hasty,  however,  to  pronounce  the  worker 
an  imbcdk  who  objects  to  machinery.  He  live«  in  a  state 
of  merciless  competition;  he  is  forced  to  specialize  in  a 
trade;  life  is  too  short  for  the  average  man  to  master  more 
than  one  trade;  he  lives  from  hand  to  mouth  and  his  daily 
labor  means  his  daily  bread.  His  personal  ruin  and  the 
poverty  of  his  family  result  if  machinery  removes  him 
from  work. 

Society  sees  labor  as  a  whole  and  in  the  long  run  it  re- 
gards the  individual's  misfortune  as  a  mere  incident  of  prog- 
ress. The  masses  of  men,  among  them  the  laborers,  do  not 
act  upon  the  long-run  motive.  Moreover,  what  promise 
has  the  long  run  for  one  who  is  forced  to  starve  now?  If 
progress  takes  his  job,  the  same  progress  should  provide 
his  support.  The  facts  are  that  machinery  has  displaced 
many  thrifty  laborers  and  reduced  them,  with  their  families, 
to  misery.  When  the  burden  falls  solely  upon  those  who 
are  least  prepared  to  bear  it,  there  is  little  wonder  that 
they  remonstrate.  If  through  patient  toil  they  acquire 
skill  in  a  trade,  machinery  cancels  this  skill;  the  burden  is 
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Dot  less  than  if  the  state  should  cancel  their  rights  of  pri- 
vate property  in  the  fruits  of  their  labor.  ^^ 

II.  These  Hardships  on  the  Decline. — At  first  ihought^^ 
one  reasons  that  if  the  introduction  of  labor-saving  ma- 
chinery works  hardship,  this  evil  must  grow  with  the 
expansion  of  the  machine  process.  But  this  reasoning  is 
in  error.  There  is  a  vast  fUiference  between  going  from  a 
hand  process  to  a  machine  process,  and  that  of  going  from 
one  kind  of  machine  to  another.  It  was  the  old-time  coin 
bier  who  was  in  serious  difliculty  when,  for  the  first  time, 
he  raised  his  spectacles  from  the  accustome<I  awl,  peg,  and 
last  to  behold  the  new  innovation — a  revolutionized  indus- 
trial world  replete  with  competing  machinerj'.  Students 
of  the  problem  go  back  to  the  Industrial  Revolution  for 
thdr  examples  of  the  extreme  hardsJiips  which  machinery 
imposes.  Certainly  we  find  here  and  there  such  hardships 
in  our  time,  but  fortunately  they  arc  on  the  decline. 

The  majority  of  laborers  now  use  machinery  of  some 
kind,  and,  since  there  are  only  a  few  principles  of  machin- 
ery, it  follows  that  a  thorough  acquaintance  with  one 
machine  makes  it  easy  for  the  laborer  to  transfer  to  another 
and  new  t)^^  of  machine.  Consider,  for  instance,  how 
general  has  become  the  use  of  the  gas-engine,  how  varted 
the  types  of  machines  now  run  by  it:  the  workman  who 
learns  to  operate  one  such  engine  can  with  case  adapt 
lumself  to  any  one  of  a  large  number  of  positions.  The 
same  is  true  of  the  steam-engine,  and  it  is  likewise  true 
electric  power. 

J3.  Machinery  and  Market  Demands. — The  large  pro- 
ductive plants  of  to-day  require  enormous  quantities  of 
fixed  capital.  The  heavy  machinery  which  is  installed  is 
built  for  a  specialized  type  of  production.  The  enlie- 
prencur  is  anxious  to  keep  this  machinery  fully  employed. 
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and  It  is  to  his  interest  to  ke^  intact  a  large  force  of  trained 
workmeo.  Then  the  first  effect  of  large  machinery  is  to 
secure  the  tenure  and  stabilize  the  conditions  of  workmen. 

As  new  transporting  facilities  de\'eIop,  the  market  is 
extended.  Industrial  planU  expand  apace  in  size  with  the 
extension  of  the  market;  they  come  to  produce  no  longer 
for  a  local  market  but  for  a  world  market,  and  no  longer 
for  the  demand  of  the  immediate  future,  but  for  the  de- 
mand of  the  distant  future.  Thus  in  adjusting  productive 
capacity  to  demand,  large  capital  is  sunk  in  more  or  less 
fixed  forms. 

Now  contemplate  the  effect  of  a  far-reaching  change  in 
demand.  This  fixed  machinery  must  come  to  a  standstill 
when  the  demand  turns  from  its  product,  and,  as  for  labor, 
it  must  either  shift  to  produce  for  the  newly  created  de- 
mand or  go  idle.  A  vast  change  in  the  market,  therefore, 
finds  fixed  capital  more  helpless  in  making  a  shift  than  is 
the  case  with  labor. 

There  is  another  thought  which  claims  serious,  if  only 
brief,  attention.  No  principle  of  demand  is  better  estab- 
lished than  this:  the  demand  for  comforts  and  luxuries 
fluctuates  more  than  the  demand  for  prime  necessities. 
Considering  the  working  population  as  a  whole,  investi- 
gators find  that  an  effect  of  machinery  is  a  relative  decline 
in  the  number  of  workmen  producing  necessities,  and  that 
the  relative  proportion  of  those  who  produce  comforts  and 
luxurie?  is  on  the  increase.  The  cumulative  effect  of 
machinery,  therefore,  is  to  subjugate  labor  more  and  more 
to  the  vicissitudes  of  demand. 

13.  Machinery  Improves  the  Laborer.' — The  handling  of 
the  old  jack-plane  used  to  cause  heart-disease,  and  made 

<  Rnd  Alfred  Marshall's  Principles  ot  Economics.  sixLb  edition,  Book  tV. 
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carpenters,  as  a  rule,  old  men  by  the  time  they  were  forty. 
When  Adam  Smith  wrote  (1776),  men  overworked  them- 
selves, ruining  their  health  and  constitution  in  a  few  yean. 
"A  carpenter,"  said  that  famous  author,  "in  London,  and 
[n  some  other  places,  is  not  supposed  to  last  in  his  utmost 
vigor  abo\-e  eight  years.  Almost  every  class  of  artificers 
is  subject  to  some  particular  infirmity  occasioned  by  exces- 
sive application  to  their  peculiar  species  of  work."'  Only 
a  few  years  ago  eJtcessive  muscular  strain  was  the  commoa 
lot  of  the  majority  of  working  men  in  Englaod  and  ebe- 
wherc. 

The  effect  of  machinery  is  to  reUr\'e  muscular  strain  and 
to  perform  tasks  which  are  bej'ond  human  strength.  Id 
the  making  and  handling  of  armor-plates,  heavy  munitions, 
and  structural  steel,  man's  muscles  count  for  nothing. 
Machinery  makes  tighter  the  work  of  housekeepers,  makes 
easier  all  t>'pes  of  manufacturing,  and  it  displaces  muscular 
strain  in  all  the  eiiractive  industries. 

Machiner>-  also  relie%'es  the  monotony  <rf  life.  Mention 
has  been  made  of  the  way  in  which  the  technical  di^iaoo 
of  labor  in  modern  indusln-  narrows  the  5C(^»e  of  each 
person's  work.  In  those  trades  where  there  is  the  most 
subdivision  of  work,  the  indix-idual's  task  is  most  narrow; 
he  exerdses  the  same  faculties  and,  without  variance  of 
motion,  repeats  the  monotooous  routine  year  in  and  year 
out.  At  first  while  he  learns  the  simple  movements  he  is 
required  to  use  judgment  in  performing  them,  then  be 
practises  these  until  they  become  habitual.  Thereafter  is 
only  the  monotony  of  constant  repetition.  Such  work 
depletes  men  both  mentally  aikd  ph^-^sically,  for  dex-clop- 
ment  is  arrested  apttt  from  \-ariely  in  thought  and 
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Fortunately,  however,  these  monotonous  and  routine 
ta^s  are  most  sure  to  be  taken  over  by  inventions.  As 
soon  as  the  motion  becomes  constant  and  unvarying,  the 
task  of  tbc  inventor  is  simplified.  Thus  machinery  both 
relieves  the  strain  on  human  muscles  and  prevents  the 
monotony  of  work  from  involving  monotony  of  life. 

14.  Exercises. — i.  A  tourist  and  his  guide  climb  a  moun- 
tain—the  one  for  pleasure,  the  other  for  pay.  Is  either  or 
arc  both  laboring?  The  worLers  on  the  tower  of  Babel, 
which  was  designee]  to  reach  into  heaven,  got  pay.  Did 
they  hibor?    If  so,  was  it  productive  labor? 

2.  fn  a  building  concern  docs  a  bricklayer  perform 
direct  or  indirect  labor?    What  of  the  bookkeeper? 

3.  "The  more  limited  the  output  of  each  laborer,  the 
greater  will  be  the  demand  for  additional  laborers."  Dis- 
cuss. 

4.  How  may  individual  an<l  industrial  hardships  arise 
from  the  (act  that  labor  adjustments  are  slow,  whereas 
changes  in  the  demands  for  the  products  of  labor  may  be 
rapidly  made? 

5.  Defme  and  illustrate  the  "make-work  fallacy." 
Assume  that  the  2,000,000  soldiers  who  return  from  France 
will  either  remain  idle  for  twelve  months  or  will  be  employed 
at  a  good  wage  in  unproductive  effort.  Which  would  be 
better? 

6.  Would  machinerj*  increase  or  decrease  the  real  wacrs 
of  labor  in  a  new  country,  say  Australia?  in  an  overcrowded 
country,  say  Sicily? 

7.  Prove  this  statement:  It  is  to  the  interest  of  the 
laboring  poor  that  the  rich  be  productively  employed. 
Prove  this;  It  is  to  the  interest  of  the  poor  that  the  rich 
spend  their  means  in  productive  entCfi)ri!iOB  rather  than 
for  luxurious  entertainments. 

8.  Criticise  this: "  My  automobile  is  a  necessary  Iujcut)*." 

9.  What,  genirrally  speaking,  is  the  difference  between 
the  temporary  etTecls  and  the  long-time  ciTi-cts  of  the  intro- 
duction of  machinery  upon  the  demand  for  labor? 
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t.  Wagesdefiaed,  j.  Problcou  tunccstcd.  3.  Wa^cs  differ  from  profit*. 
4.  Real  and  nxmey  yra^cs.  j.  Ttic  wugc-fumt  duttrinc.  6.  The  wage 
problem  is  forward -loolcinK.  7.  P.Rcct  of  initdiincry  upon  wkkcs.  S.  Simi- 
lariiy  of  wages  and  rent.  q.  The  same  piiodpla  for  unlUcc  ai^eota.  lo. 
How  relative  renU  are  dctertninod.  ii.  How  rvliitiw  wiig«s  are  dctn- 
Dtitied.  13.  Thou^t  and  execution.  ij.  To  illustr&tc.  14.  The  wage 
tyslcm  in  proportioiulity.  15.  The  bargain  tbfory,  16.  The  Wkge  tyt- 
Icm.  17.  Txiutl  wuga  for  equal  laalis.  jS.  Wages  equal  the  marginal 
product  of  labor,    ig.  The  time  islemcut.    so.  Eicrdscs. 

I.  Wages  Defined. — A  wage  is  a  price;  it  is  the  price 
paid  by  one  person  to  anotlier  on  account  of  labor  per- 
formed. The  employer  agrees  to  pay  the  workman  so 
much  per  piece  or  unit  of  output,  or  agrees  to  pay  him  a 
sum  certain  per  hour,  day,  week,  or  month.  The  one  pay- 
ment is  called  a  piece  wage;  it  is  payment  for  the  amount 
of  work  performed  irrespective  of  the  time  expended.  If 
the  laborer  is  making  bolts  at  a  piece  rate  of  20  cents  he 
would  receive  Si  for  an  output  of  five,  $6  for  an  output  of 
thirty,  and  so  on.  I'he  other  method  of  payment  is  called 
a  time  wage.  If  the  employee  is  paid  $3  per  day,  his  pay 
would  be  neither  more  nor  less,  whether  his  output  be  five 
or  thirty  bolts  per  diem.  All  other  wage  systems,  such  as 
profit-sharing  or  gain-sharing,  are  combinations  of  time 
and  piec«*  wages. 

a.  Problems  Suggested. — Where  large  numbers  of  work- 
men are  employed  and  the  personal  relations  between  the 
employer  and  workmen  vanish,  all  laborers  in  a  group 
.w»rMv^  thp  carnc  wage.    The  most  superior,  even  should 
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he  exert  hiraseU  to  the  utmost,  receives  the  same  time 
wage  as  the  moat  inferior  workman.  The  trst  effect  is  to 
kill  the  incentive  of  the  superior  workman.  Another  effect 
is  thai  the  better  men,  unwilling  to  accept  a  wage  fixed  by 
the  inefficiency  of  the  poorest,  organize  unions  to  force 
from  the  employer  a  compensation  in  keeping  with  their 
work. 

Tlte  records  of  day  work  as  a  guide  in  seUing  piece  rata: 
The  ])iece  wage,  when  first  introduced,  must  be  roughly 
adjusted  to  the  time  wage.  For  irulance,  the  average 
worker  is  paid  $3  a  day  and  turns  out,  say,  fifteen  bolts  in 
a  normal  day's  work.  The  day  wage  would  be  the  equiva- 
lent of  a  piece  wage  of  so  cents.  Upon  this  basis  the  piece 
wage  is  fixed  at  20  cents.  Now  in  contrast  with  the  day 
wage,  which  tends  to  deaden  incentive,  the  piece  wage 
stimulates  workmen  to  the  highest  pitch.  Instead  of  fif- 
teen bolts  the  better  men  produce  thirty  or  even  forty,  and 
raise  their  income  from  $3  to  $6  or  $8. 

Tendency  to  cut  rales:  Our  first  thought  turns  in  praise 
to  the  piece  wage  as  better  for  at) ;  better  for  the  workmen, 
because  it  raises  their  wages  and  pays  them  according  to 
their  deserts;  and  belter  for  the  employer  because  it  in- 
creases his  volume  of  output  in  a  given  time,  and  that, 
too,  with  tittle  addition  to  his  overhead  expenses.  Nu- 
merous examples  from  experience,  however,  make  us  less 
cheerful.  The  employer  sees,  with  unwilling  eye,  that  his 
labor  is  paid  an  amount  excessive  as  compared  with  the 
daily  wage  of  the  average  workman.  Either  through 
cupidity,  or  because  be  really  beUe\'es  the  worker  receives 
more  than  his  fair  share  of  the  product,  the  employer  has 
"cut"  and  "rccut"  the  {Uccc  wage  to  k)wcr  the  earnings 
)f  labor.    To  tm  the  willowing  of  ostrich 


The  Principles  of  IVa^ 


451 


feathers:  "When  the  trade  started  few  knew  how  to  willow, 
and  15  cents  waa  paid  for  t>nng  one  set  of  knots  (one 
inch).  The  following  season  more  workers  were  in  the 
5cld,  and  the  price  went  down  to  13  cents  an  inch.  Then 
it  dropped  to  1 1  cents,  9  cents,  7  cents,  5  cents,  and  iinally 
the  workers  received  but  3  cents  an  inch." 

If  at  the  "cut"  rate  the  workman  attempts  to  increase 
his  output  to  retain  his  income,  the  covetous  desire  of  the 
employer  sees  a  double  advantage — less  wages  paid  out, 
and  more  work  turned  in.  Is  all  this  to  the  encourage- 
ment of  labor?  Certainly  not,  for  penalized  effort  is 
grudgin£;Iy  given. 

Tke  reaction  of  Ike  laborer:  The  first  reaction  of  the 
laborer  is  to  work  less  strenuously,  for  if  wages  are  lowered 
with  the  Increase  of  output,  why  not  diminish  l-he  output 
and  receive  a  larger  wage  per  piece?  His  next  reaction  is 
to  turn  to  organization  as  a  means  of  securing  by  might 
what  should  be  his  by  right.  There  are  still  other  objec- 
tions to  the  piece  wage. 

Risk:  There  is  no  risk  in  time  wages  as  to  the  amount 
the  laborer  shall  receive;  let  conditions  vary  as  they  will, 
his  income  is  fixed  by  contract-  The  same  Ls  not  true  for 
those  employed  at  a  piece  wage.  Whatever  the  contlilions, 
they  receive  in  proportion  to  product-  Unforeseen  contin- 
gencies arise,  madiines  break  down,  or  raw  materials  fail 
to  appear;  in  all  such  cases  the  loss  falls  upon  the  laborer. 

Tke  disfavor  0/  unions:  The  piece  wage  puts  each  worker 
upon  his  own  mettle,  appeals  to  his  self-interest  or  personal 
ambition,  and  i>reaks  down  the  co-operative  spirit  upon 
which  unions  depend.  The  spirit  aroused  is  that  of  com- 
petition, discord,  and  suspicion  among  workmen  rather 
than  the  fraternal  spirit  of  brotherly  benevolence  and 
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good-will.    It  thus  breaks  the  union's  grip  of  the  labor-  ^ 
supply  and  is,  in  consequence,  condemned  by  the  lUiloQ.     ^| 

A  cause  of  overexertion:  "Chips  fly  faster  by  job  work 
than  by  day  work."  The  "driving"  or  "speeding-up" 
process  seems  to  characterize  the  system.  Those  who  are 
in  need,  or  who  are  ambitious  to  get  ahead  in  the  worM, 
arc  anxious  to  produce  to  their  maximum  capacity.  They 
sometimes  overdo  thus  enfeebling  their  health  and^^ 
strength.  ^M 

De^ite  these  objections,  the  piece  wage  b  the  only  ^ 
feasible  plan  in  many  kinds  of  factory  work.    As  the  de* 
fects  of  the  system  become  better  known  they  arc  corrected; 
managers  seek  to  obtain  accurate  knowledge  before  adjust- 
ing rates  of  pay  and,  if  rtght-minded,  aim  to  fix  and  main- . 
tain  the  pay  at  a  fair  and  just  rate. 

3.  Wages  Differ  from  Profits. — Two  men,  the  one  a . 
renter  and  the  other  employed,  may  do  precisely  the  same 
thing,  may  hoe  side  by  side  in  the  same  potato-patch,  may 
perchance  receive  incomes  exactly  equivalent  for  their  ser- 
vices, and  yet  the  one's  income  is  proiits  and  that  of  the 
other  is  wages.  Docs  it  follow  that  wages  and  profits  are 
essentially  the  same  ?    They  essentially  differ. 

The  first  undergoes  all  the  risk;  he  pays  rent  for  the 
land  and  wages  for  his  help,  and  buys  his  seed,  tools,  fer- 
tilizer, and  gives  his  own  time.   Between  the  plow  and  the 
potato-digger  there  is  chance  of  frost,  or  devouring  bugs, 
or  drought,  or  excessive  rain,  and  then  there  are  market 
conditions  after  the  crops  to  cause  apprehension.    He 
takes  his  chances  with  the  trinity  of  weather,  pests,  and 
prices  for  such  income  as  he  may  receive.    The  socuod 
runs  no  risk,  but  works  for  a  defid|^^^^^^B|ncliiaI 
wage.    There  arc  other  Vt'  r.r-^- IMi^^^^BHttftate 
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these  two  men;  the  one  shoulders  the  responsibility  and 
the  other  is  care-free;  the  actions  of  the  one  are  self-wiUed, 
and  the  actions  of  the  other  are  directed.  To  call  one*a 
own  product  a  wage  does  not  conform  to  bu^ess  ter- 
minology. 

The  wage  problem,  encompassing,  as  tt  does,  a  multi- 
tude of  troublesome  questions,  arises  from  the  relationship 
between  the  faired  man  and  hLs  employer.  He  who  works 
for  himself  never  strikes,  or  boycotts,  or  pickets  the  bu^ 
ne&s.  He  does  not  go  to  law  for  a  higher  wage  or  for 
shorter  hours  or  for  improved  living  conditions.  For  pur- 
poses of  sound  reasoning  we  must  distinguish  between 
these  two  types  of  income.  Term  them  profit  and  wages, 
and  you  have  a  distinclioD  conforming  to  business  usage 
and  to  the  theory  of  the  case;  you  have  cleared  the  ground 
for  a  discussion  of  the  practical  problems  which  are,  io 
fact,  contract-wage  problems. 

4.  Real  and  Money  Wages. — Money  wages  refer  to  the 
content  of  the  pay-envelope,  to  ihe  number  of  dollars  the 
wage-earner  receives.  By  real  wages  is  meant  not  the 
number  of  dollars,  but  the  amount  of  purchasing  power 
received.  Money  wages  may  remain  the  same,  while  real 
wages  vary  because  of  price  movements.  Suppose  one  has 
received  an  annual  salary  of  $3,000  for  a  period  of  five 
years,  and  that  meanwhile  prices  have  doubled.  His 
money  wage  Or  salary  has  not  changed,  but  his  real  wages 
have  been  reduced  by  half.  In  discus^ng  the  wage  prob* 
lem  real  wages  are  far  more  Important  than  are  money 

I  wages. 

5.  The  Wage-Fund  Doctrine. — Having  defined  v;ages, 
let  us  now  turn  to  an  examination  of  the  influences  which 

the  amount  of  wages.    The  older  British  econ- 
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omhls,  as  ttcII  us  some  American  writers,  have  chajnpion< 
the  crude  and  now  abandoned  Wage-Fund  Doctrine.   The^ 
doctrine  is  simple  and  lends  itself  to  brief  statement:  Afe^^ 
any  one  time  there  is  a  certain  amount  of  funds,  no  more  ^^ 
and  no  less,  set  aside  with  which  to  pay  the  wages  of  labor. 
J.  S.  Mill  says:  "This  sum  is  not  r^ardcd  as  unalterable. 
for  it  is  augmented  by  saving,  and  Increases  with  the 
progress  of  wealth;  but  it  h  reasoned  upon  as,  at  any  given 
moment,   a   predetermined   amount."    The   Englishman, ^j 
H.  Fawcett,  says:  "The  circulating  capital  of  a  country  i^H 
its  wage-fund.    Hence,  if  vre  desire  to  calculate  the  aver- 
age money  wages  received  by  each  laborer,  we  have  simply 
to  divide  the  amount  of  this  capital  by  the  number  of  the 
laboring  population." 

Then,  at  any  one  time,  there  Is  a  predetermined  ar.iount^ 
of  funds  that  is  going  to  be  paid  to  labor.    It  is  impossible^ 
for  the  laborers  to  receive  one  penny  more  or  less, 
fund  is  the  dividend,  and   the  number  of  laborers  the 
di\*i3or,  and  the  quotient  is  the  average  wage.     If  the  fund 
be  100,000  and  the  number  of  laborers  1,000,  the  average 
wage  will  be  loo.ocxj  -r-  1,000  =  100. 

Thus  tlie  learned  economists  of  England  left  the  prob-' 
lem.   The  scholars  looked  upon  this  as  u  simple  arithmetical 
truism,  not  subject  to  criticism.     It  would  be  diiTicult  toj 
select  a  simple  theory  which  has  done  so  much  to  retard 
thought  as  this.     My  reasons  for  thLs  statement  are  four: 
First,  it  is  not  a  theory  at  all,  for  a  theory  Ls  an  explanation 
of  a  fact.     It  is  a  mere  assertion  that  wages  arc  paid  out 
of  accumulated  funds,  but  so  is  interest,  and  rent,  and  the 
price  of  bread,  cigars,  and  every  other  thing  for  which  we 
pay.    The  reason  we  pay  for  a  thing  is  not  because  we 
have  money,  but  because  of  the  services  it  will  reader. 
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Second,  this  superficial  notion  took  the  form  of  a  trui&m; 
it  glossed  over  and  hid  from  view  the  real  wage  problem, 
thus  remo\-ing  it  from  discussion.  Third,  its  effect  was  to 
favor  capital  and  do  gross  injustice  to  labor.  In  case  a 
group  of  laborers  wished  to  strike  or  otherwise  act  to 
improve  their  income  the  capitalist,  with  the  address  of 
a  moralist,  and  with  the  sanction  of  the  economists,  would 
object  on  the  ground  that  the  fund  is  fixed;  therefore,  if 
some  get  more  others  must  get  less.  This  dwTtrine  made 
laborers  depen<lent  upon  capitalists,  and  made  capitalists 
the  benefactors  of  the  rare.  If  laborers  asked  more,  they 
were  met  with  the  admonition  to  sacrifice  instead,  for  in 
this  way  only  could  the  fund  be  maintained  and  their  wages 
assured.  Fourth,  it  made  the  rate  of  wages  depend  upon 
a  fund  accumulated  from  the  past  rather  than  upon  that 
which  labor  produces. 

6.  The  Wage  Problem  Is  Forward-LooUnc. — ^Men  pay 
present  wages  out  of  accumulated  capital,  to  be  sure,  but 
the  willingness  to  hire  labor  and  the  amount  paid  for  it 
depend  upon  the  anticipated  product  of  labor.  The  plow- 
man's lalwr  will  later  mature  into  a  crop,  the  builder's 
labor  into  a  house,  and  the  manufacturer's  labor  into  a 
6nisfaed  good.  The  present  wage  is  an  advance  price  out 
of  the  expected  future  product. 

We  shall  now  see  that  machinery  affects  wages  as  it 
affects  the  product  of  labor. 

7.  Effect  of  Machinery  upon  Wages. — The  effect  of 
machinery  as  the  effect  of  legislation,  say  the  minimum 
wage,  upon  wages  may  be  approached  from  two  points  of 
view;  from  the  new-point  of  labor  as  a  whole,  or  from  the 
view-point  of  particular  classes  of  labor.    Roughly  speak- 

labor  maj'  be  divided  into  two  classes — those  who  are 
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skilled,  who  use  their  bratn  La  their  work,  and  those  who 
are  unskilled,  who  use  principally  brawn  in  their  work. 

It  goes  without  saying  that  the  man  of  brawn  cannot 
effectively  compete  with  the  "man  of  iron";  the  machine 
wins  in  the  contest  of  strength  and  speed.  But  only  the 
unskilled  go  down,  they  only  are  outworked  and  underbid 
by  the  machine.  The  skilled  and  thoughtful  workman,  on 
the  contrary,  rises  above  tlie  machine,  takes  advantage  of 
its  superior  strength,  and  conx'erts  its  productive  capacity 
into  an  enlarged  wage. 

On  the  whole,  whatever  increases  the  productive  power 
of  labor  will  also  increase  the  wages  of  labor.  Wages,  I 
mean  real  wages,  will  be  increased  in  the  form  of  a  larger 
money  income,  as  well  as  in  the  lowering  of  prices.  hI 

Assume  two  farms,  one  fertile  and  the  other  poor.    The  S 
most  expert  labor  can  exact  no  more  than  a  small  yield 
from   the  latter.    This  small  yield  would  certainly  not 
justify  the  proprietor  iti   a  large  wage  expenditure  for 
labor.    Poor  farm,  poor  help,  and  jKMr  wage  Is  the  rule. 
Contrast  with  this  the  fertile  farm  which  will  respond  to 
skilled  labor  with  a  bumper  crop.    Upon  such  land  the 
cheapest  help  is  the  dearest,  for  the  enhanced  >'ieki  occa-      ni 
siooed  by  superior  labor  wilt  leave  for  the  proprietor  a  ^| 
larger  suiplus  despite  the  higher  wage.    Whether  skilled  ^^ 
or  unskilled,  the  proprietor  of  the  rich  soil  can  pay  more  ^X 
for  labor  for  no  other  reason  than  that  it  yields  more.  ^| 

As  soil  fertility  adds  to  the  productivity  and,  therefore, 
to  the  wages  of  labor,  so  also  will  machiner).'  add  to  the 
productivity  of  labor,  and  in  consequence  to  wages.  Other 
things  equal,  wages  are  high  in  a  rich  country  where  natural 
resources  abound;  add  machinerj-  to   iS"  fn- 

\Tronment  and  the 
lighter  and  more  rcmi 


The  Principles  of  Wages 


457 


Similarity  of  Wages  and  Rent. — The  distinguishing 
difference  between  rent  and  wages  is  this;  rent  pays  for 
the  temporarj'  uses  of  wealth ;  wages  pay  for  the  temporary 
scr\nce$  of  men.  The  agencies  difler,  but  the  prices  (wages 
and  rent)  paid  for  the  services  of  these  agencies  are  deter- 
mined in  virtually  the  same  way.  The  business  man  is 
actuated  by  precisely  the  same  motive  when  he  buys  the 
services  of  wealth  and  the  services  of  labor.  These  ser- 
vices are  alike  offered  in  the  market  for  sale;  they  are  alike 
priced  according  to  the  values  attributed  to  them,  and 
they  are  valued  alike  according  to  their  yield.  In  discus- 
sing  the  rent  problem  we  found  rent  to  be  a  deduction 
from  ^  the  principle  of  resistance.  Because  of  resistance 
the  output  of  the  rent  bearer  is  limited;  this  limitation  or 
scarcity  gives  rise  to  the  value  and  price  of  the  product. 
The  value  attributed  to  the  product  makes  us  willing  to 
pay  a  rent  for  the  use  of  it.  This  reasoning,  without 
modification,  applies  to  the  wages  paid  for  the  scarce  and 
vahiable  services  of  men. 

9.  The  Same  Principles  for  Unlike  Agents. — All  know 
that  human  beings  differ  from  rent  bearers,  but  this  is  not 
to  say  that  their  services  differ  in  the  economic  sense. 
Muscular  power  differs  from  machine  power  or  from  the 
power  of  a  waterfall  only  in  degree,  but  the  man  thinks 
and  the  machine  docs  not;  men  differ  from  other  produc- 
tive agents  in  a  thousand  ways.  But  differences  among 
productive  agencies  do  not  imply  that  their  products  are 
governed  by  different  economic  laws. 

Many  economists  have  blundered  at  this  point,  and 
fso  serious  was  their  blunder  as  to  render  their  system  of 
[thought  erroneous  from  one  end  to  the  other.  For  In- 
;iuid  is  unlike  the  agents  produced  by  labor  in  a 
.(.     Many  economists,  seeing  this  differ- 
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ence,  jumped  to  the  conclusion  that  the  products  of  these  un- 
like agents  must  therefore  obey  different  economic  laws. » 
they  went  to  work  to  patch  up  a  rent  theory  for  the  land 
agent,  and  an  interest  theory  for  artificial  agents.    Do^j 
dHTcrcnt  economic  laws  apply  to  cotton  and  wool  ?    Cer'^^J 
tainly  not.  yet  there  is  little  resemblance  between  a  sheep 
and  land.    Similar,  also,  and  obeying  precisely  the  same 
economic  laws  arc  the  products  of  the  ditch-digger  and  the 
steam-shovel,  yet  the  one  is  a  man  and  the  other  a  machine. 
Wages  and  rent  obey  the.   same  eeonomic  laws  desjnfe  tJie^^ 
diJeretKes  in  Ihe  agents  producing  them.  ^^ 

10.  How  Relative  Rents  Are  Determined.— While  study- 
ing rent  we  found  it  to  be  a  physical  taw  that  the  short 
factor  lunited  the  output,  and   that  if  long  factors  are 
increased  the  product  will  not  proportionately  increase,  ^j 
The  entrepreneur  seeks  to  add  to  his  short  factor  becausc^^f 
it  is  most  productive.    The  important  conclusion  follows  " 
that  because  of  the  higher  productivity  of  the  short  factor 

a  higher  rent  is  paid  for  the  use  of  it.    In  other  words: 
Short  factors  and  high  rent,  long  factors  and  low  rent. 

11.  How  Relative  Wages  Are  Determined. — This  rea-1 
soning  applies  with  equal  force  in  determining  the  wages 
of  labor.  A  sledge-hammer  cannot  pound  stone,  neither 
can  a  man;  it  takes  the  two  combined  tn  order  that  each 
may  liberate  the  productive  powers  in  the  other.  A 
mighty  man  with  a  tack-hammer  would  make  a  puny 
showing  at  crushing  stone.  There  should  be  a  best  physi- 
cal adjustment  between  labor  and  other  agents.  The 
earnings  of  lalx)r  vary  with  the  adjustment  of  factors, 
wages  being  high  or  low  as  the  adjustment  U  good  or  poor. 

Of  the  lUfftrent  groups  of  laborers^  some  are  oversup-, 
plied   and   some  arc  urvln'suppUed.     How   the   relative 
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supplies  of  labor  affect  the  relative  wages  of  labor  may  be 
shown  by  way  of  illustnition.  Philip  D.  Armour,  the 
great  packer,  once  showed  a  Chicago  newspaperman  about 
his  office.  It  transpired  that  a  comparatively  young  man 
sitting  at  a  desk  in  the  comer  of  the  \i\g  room  was  drawing 
a  salar}'  of  SiS.ooo  a  year.  "But,  Mr.  Armour,"  said  the 
newspaperman,  "could  you  not  hire  nine  men  at  $1,000  a 
vear  who  could  do  more  than  he  docs?"  "No."  said  the 
millionaire  packer,  "one  hundred  $2,000  men  could  not 
do  the  work  he  does."  Joseph  French  Johnson  relates 
this  incident  and  adds  "that  men  arc  paid,  in  the  long 
run,  in  proportion  to  their  power  of  production.  The 
executive's  salary  seems  exorbitant  to  the  day-laborer, 
yet  the  pay  of  the  executive  and  of  the  kborer  is  deter- 
mined by  the  same  kw — executive  ability  is  comparatively 
scarce,  muscle  is  abundant;  hence  the  one  is  dear  and  the 
other  cheap." 

13.  Thought  and  Execution. — It  has  been  observed  muty 
times,  but  none  too  many,  that  some  men  act  before  they 
think,  while  others  thirOc  before  they  act;  the  invariable 
conclusion  is  that  only  the  latter  are  worthy  of  their  hire. 
Production  is  but  the  wise  adjustment  of  things,  and  this 
means  a  thought  or  plan  executed.  The  most  ingenious 
plan  is  in  itself  of  no  avail,  for  it  is  productive  only  as  it  is 
executed.  If  it  be  idle  no  purpose  is  ser^-ed.  if  it  take  a 
wrong  course  it  works  destruction,  if  it  goes  aright  it 
effects  production.  The  direction  of  productive  agencies 
is  in  obedience  to  a  plan,  frequently  ill  de\'ised  perdiance, 
none  the  less  a  plan.  The  producli\'ity  of  an  agent  de- 
pends quite  as  much  upon  the  plan  directing  it  as  upon 
Its  own  powers,  because  it  works  poor  or  well  and  to  pur- 
D06es  good  or  bad.  depending  upon  the  plan.    Much  de- 


pends  upon  the  plan;  the  dynamite  works  good  In  oon- 
structing  a  road-bed,  evil  in  dcstroj-ing  a  newspaper 
plant,  together  vriih  the  lives  of  men;  poison  works  well  in 
killing  rats  and  ill  in  killing  people;  there  is  a  world  of  dif- 
ference whether  a  razor  is  used  to  sever  a  man's  beard  or 
his  head. 

The  wise  direction  of  productive  agents  is  but 
carrying  through  of  a  good  plan  with  discretion.  Ent 
preneurs  capable  of  so  planning  as  to  turn  productive  force' 
to  its  greatest  account,  and  managers  with  sufficient  wis- 
dom to  direct  forces  most  effectively  in  the  exccutiwi  of 
plans  are  regretfully  scarce,  and  are  the  most  ^'aIuable  of 
men  because  they  are  the  most  productive. 

13.  To  illustrate:  Let  us  get  at  this  thought  in  another^ 
way.  Assume  a  situation  In  which  raw  materials,  machineryjH 
buildings,  and  other  resources,  both  natural  and  produced." 
eiist  in  great  abundance,  but  in  a  slate  of  poor  adjust- 
ment.   Within  this  situation  there  is  an  army  of  unskilled 
laborers.    A  few  inefficient  managers,  among  whom  exist 
petty  jealousies,  causing  them  to  work  at  cross-purposes, 
direct  the  different  operations  of  production.    Long  houis 
and  persistent  toil  enable  all  concerned  to  eke  out  a  liv- 
ing. 

To  put  it  in  figures,  let  us  say  that  the  s;mi  total  of  aQ 
this  productive  power  yields  an  annual  output  of  $500,000. 
Assume  now  that  a  change  comes  over  the  chaotic  situa- 
tion, that  an  entrepreneur,  capable  of  the  most  ingenious 
and  far-seeing  plans — such  as  a  Carnegie  or  a  Hi-nr>'  Ford 
^omes  into  control,  and  that  an  executor  of  plans  or 
director  with  the  rare  ability  of  a  Schwab  is  given  the 
post  of  manager  to  make  iI-f--  '>i.--"-  ■••''•— ti\*e  In  opera- 
As  if  by  magic 
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ation,  (or  order  is  brought  out  of  chaos  la  obedience  to  the 
one  plan  devised  by  the  new  master. 

In  the  new  order  the  merits  of  men  are  quiddy  discerned 
and  the  most  fit  arc  shouldered  with  responsibility  and 
promoted  according  to  thtir  worth.  Weak  managers  are 
envious  <rf  the  capable  because  they  fear  ihcm  and  will 
deny  any  promotion  that  may  give  talent  an  opportunity 
to  make  itself  known.  Not  only  are  the  men  assorted  and 
set  to  tasks  becoming  their  abilities,  but  also  the  machinery 
and  all  forms  of  industrial  equipment  are  readjusted  to 
facilitate  one  another  as  do  the  parts  of  a  powerful  engine. 
Antagonism  gives  way  to  co-operation,  waste  energy  to 
cfl5ciency,  and  decentralization  to  unified  direction. 

In  addition  to  a  well-ordered  production  an  effectual 
agency  takes  over  the  distribution  of  the  products.  Pat- 
terns and  quantities  arc  offered  upon  the  market  as  the 
seasons  warrant  and  the  caprices  of  the  purchasers  demand. 
Pushing  now  the  sale  of  this,  withholding  that,  determin- 
ing to  whom  sales  shall  be  made,  at  what  prices,  upon 
what  terms,  and  a  hundred  other  matters,  vital  to  the 
life  of  a  business,  are  under  expert  direction  and  control. 
The  costs  of  doing  business  go  down  and  incomes  go  up. 

Let  us  now  assume  that  the  income  mounts  from 
$300,000  to  Si, 000,000.  The  entrepreneur  and  the  man- 
ager, what  arc  they  worth  to  the  situation?  The  answer 
is:  $1,000,000 — $300,000,  or  $700,000.  In  a  competitive 
market  ability,  as  potatoes  or  an^iiung  vise,  commands  a 
price  in  keeping  with  its  value,  hence  the  high  price  for 
talented  lalxir  and  the  low  price  for  common  labor. 

14.  The  Wage  System  in  Proporttonattty. — The  problem 
of  determining  wages  is  concerned  with  the  laborer's 
nart  in  the  larger  problem  of  the  proportionality  of  all 
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productive  factors.    DifTerent  industries  bid  for  these  pro-" 
ductive  factors  in  the  competitive  market,  and  the  prico 
paid,  whether  wages  or  rent,  are  based  directly  upon  the 
worth  of  the  services  such  agencies  may  render.    Again 
the  rule  presents  itself:  short  factor— *  large  output' 
pay;  or  long  factor  *-»■  small  output  •-♦low  pay. 

15.  The  Bargain  Theory.— Many  are  unaware  that' 
productive  power  of  labor  is  the  determining  factor  in 
wages;  they  see  merely  the  surface  of  the  problem  and 
regard  human  service  only  in  the  aspect  of  a  thing  salable 
going  to  the  highest  bidder.  They  take  the  so-called  "bar- 
gain theory  of  wages"  at  full  face  value,  believing,  as  they^ 
do,  that  the  rate  of  wages  \s,  fixed  by  bargaining,  and  that 
evcrj'  game  of  deceit  or  violence  played  by  the  laborer  has ' 
the  effect  of  enhancing  his  wage.  No  one  denies  the  ira-, 
portance  of  organized  bargaining  power  on  the  part 
labor.  Its  importance  is  that  the  unscrupulous  employe 
carmot  lake  undue  advantage  cf  labor  in  scaling  wages^ 
below  their  norma!  competitive  rate.  There  is,  however, 
an  upper  limit  beyond  which  no  ^ill  at  bargaining  caA^| 
raise  wages— that  is  the  productive  power  of  labor.  For 
one  who  produces  hatii  the  price  of  his  product  is  fixed  in 
the  open  market;  he  has  different  costs  to  meet,  and  the 
prices  received  for  his  hats  less  his  costs  (for  machinery) 
rent,  and  raw  materials)  leaves  a  range  more  or  less  defi- 
nitely bounded  in  which  wages  are  fixed.    The  upper  limit 

of  this  range  is  the  upper  limit  of  the  bargaining  power 
of  labor. 

16.  The  wage  system  means  Oiat  the  entrepreneii 
cither  directly  or  indirectly  through  their  hired , 
buy  the  labor  of  other  n.iii  Ji  a 
common  \f-  this  svsUmh 
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sometimes  called  "the  wage  system."  The  term  la  inapt, 
however,  because  it  (atis  so  far  short  of  expressing  the 
whole  situation.  Agriculture  is  our  most  important  indus- 
try and  only  one-fourth  of  the  work  in  that  fiekl  is  per- 
formed for  wages  outside  the  family.  So  also  professional 
men  as  veil  as  the  proprietors  of  small  shops  in  the  busi- 
ness world  devote  themselves  to  their  own  undertakings. 

17.  Equal  Wages  for  Equal  Tasks. — Our  ^tudy  of  mar- 
ket prices  led  to  the  fact  that  there  cannot  be  different 
prices  for  the  same  commodity  in  the  same  market.  This 
truth  holds  true  respecting  the  wages  of  labor.  The  farmer 
must  pay  the  same  wage,  whether  his  hired  men  work  upon 
barren  soil  or  in  a  fertile  field. 

Jones  and  Smith  each  owns  a  livery-stable,  and  these  are 
located  on  opposite  comers.  The  equipment  of  Jones's 
stable  is  a  sony  assortment,  and,  in  consequence,  his  trade 
is  small.  In  Smith's  stable  are  blooded  horses  and  the 
best  equipment  and,  in  consequence,  his  trade  proves 
highly  remunerative.  The  work  is  such,  assume  It,  that 
each  of  the  owners  miist  employ  two  mca.  It  goes  with- 
out saying  that  the  two  men  in  Smith's  employ  arc  in  posi- 
tion to  produce  more  than  the  other  two-  Should  they 
strike  for  an  additional  dollar  a  day,  the  two  from  Jones's 
stable,  being  cai  the  alert  to  improve  their  wage,  if  but 
slightly,  will  underbid  and  take  the  job.  It  is  the  compe- 
tition among  laborers  In  the  same  class  which  levels  tbeir 
wages  to  a  uniform  rate. 

18.  Wages  Equal  the  Marginal  Product  of  Labor— It  \a 
the  productivity  of  that  portion  of  labor  which  is  employed 

^vadCT  the  most  unfavorable  circumstances  that  determines 
ithe  r^tc  0:  ^-acr;  received  by  a  group  of  laborers. 

haying-season  farmers  take  full  advantage 
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of  promising  weather.  SupjMi&c  that  a  farmer  has  tcf 
fields  of  grass,  varying  in  quality  from  the  most  fertile 
field  of  timothy  and  clover  to  the  poorest  field  of  rag-weeds, 
thistle,  and  dock.  The  hay  ripens,  and  upon  a  cloudless 
morning  the  farmer  is  early  afield,  with  such  help  as  is 
available,  and  mows  the  ten  fields.  All  goes  well  and  by 
the  following  afternoon  the  grass  under  the  hot  sunshine 
has  come  to  perfect  cure.  Now  storm  clouds  appear, 
threatening  to  ruin  the  crop  with  rain.  He  must  "make 
hay  while  the  sun  shines,' '  or  lose  all.  Near  by  is  the  cross- 
roads store,  the  "loafer's  joy"  for  the  idle  men  of  the  com- 
munity. In  desperation  he  hastens  thither  for  help.  The 
ragamuffins  cease  their  idle  game  of  quoit  to  bargain  wiih.^ 
the  fanner.    ^Aliat  wage  will  be  paid  ?  ^M 

The  farmer  reasons,  let  us  say.  that  there  will  be  sufS- 
dent  time  for  thirty  men,  an  average  of  three  to  a  field,  to 
save  the  hay.    But  unfortunately  he  finds  only  twenty- ^i 
four  men  available— enough  to  save  only  eight  fields.         ^M 

Suppose  that  he  would  be  willing  to  pay  $ioo  to  have  ^* 
the  hay  in  field  number  one  saved,  and  $90  for  the  saving 
of  number  two,  $3o  for  the  third,  and  in  order  $70,  S60, 
$50.  $40.  $30,  $20,  $10.    Rather  than  no  help  the  farmer 
would,  if  he  had  to,  pay  $too  for  the  services  of  the  first 
three,  but  he  is  anxious  to  pay  as  little  as  he  may.     Rather 
than  receive  no  pay.  any  three  of  the  laborers,  if  need  be. 
would  work  for  $10,  but  they  will  take  as  much  as  may  be 
had.    There  being  but  suflicient  labor  to  save  the  first 
eight  fields,  and  the  eighth  being  worth  $30,  it  follows  that 
the  farmer  could  not  pay  more  than  $30  for  the  marginal 
laborers.    It  was  shown  in  the  above  paragraph  that  cquai^^ 
pay  for  equal  tasks  governs  wages,  therefore  no  thrvir^^ 
laborers  can  Kccive  mon  ***— *^**^  or  $10  each.    The 
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•  laborers,  on  their  part,  can  force  the  employer  to  pay  them 
Bs  much  as  $10  each,  for  cheu*  sen-ices  are  worth  that  sum. 
Appl>'iDg  the  thought  in  this  example  to  the  whole  lield 
of  labor  or  to  any  non-com[>eting  group,  we  shall  find  that 
there  is  more  work  to  be  done  than  there  are  workers  to 
B  do  it.  Labor  everywhere  has  scarcity  and  utility  and  can, 
therefore,  command  a  wage.  The  wage,  under  competi- 
tive conditions,  will  be  determined  by  the  marginal  pro-, 
ductivtty  of  tabor. 

19.  The  Time  Element, — In  most  cases  the  product  of 
labor  does  not  mature  at  the  time  when  the  lahor  is  c:it- 
pended  and  the  wage  paid.  If  the  marginal  product  of 
labor  will  be  worth  $10  when  it  matures,  say  a  year  after 
the  labor  i»  cxjiendod.  the  present  wage  could  be  no  more 
^  than  the  present  worth  of  the  product.  The  customary 
J  economic  formula  reads:  Wages  arc  dfkrmincd  by  the  rfrf-j 
counUd  marginal  produci  oj  labor. 
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20.  Exercises.— I.  Is  there  any  (li£Ferencc  between  a 
wage  and  a  rent,  except  that  one  is  paid  for  the  produc- 
tive stTvices  of  men  and  the  other  is  paid  for  the  servicer 
of  productive  agents  other  then  men? 

a.  Would  a  superior  workman  prefer  to  dig  coal  under 
B  time  or  piece  wage?  Should  a  manufacturer  of  shoes 
decide  to  change  from  a  time  to  a  piece  wage,  what  would 
be  used  as  a  guide  for  setting  the  new  piece  wage?  After 
this  change,  aj^sume  that  the  workmen  increase  the  output, 
will  the  average  employer  increase  the  piece  wage  to  fur- 
ther stimulate  the  output  ?  Do  unions  favor  the  time  or^^ 
the  piece  wage?    Why?  ^^ 

3.  Is  the  time  or  piece  wage  best  adapted  for  the  follow-  ^^ 
jng  kinds  of  laborers:    Farm-liancLs,  ^one-cutters,  office 
hat-factory  hands,  barbers,  paper-hangers,  raliroad- 
«mcn? 
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4.  "I  pay  my  men  a  piece  wage,  so  Ihc  loss  is  theii 
not  mine — tf  their  output  is  little"    Criiidse  this  state-' 
ment,  which  was  made  by  a  prominent  employer. 

$.  Distinguish  between  wages  and  profits. 

6.  To  be  sure,  the  wage-fund  theory  is  unsound,  but 
what  of  it?  It  is  inoFTcnsive  and  hnrmlcss.  The  harangue 
against  it  is  of  no  more  than  mere  academic  interest. 
Prove  this  to  be  fake.  Prove  that  the  effect  of  machinery 
is  in  the  long  run  and  in  most  cases  to  increase  wages. 

7.  Why  does  skilled  labor  command  higher  wages  than 
unskilled  labor?  Assume  a  condition  under  which  the 
unskilled  would  get  the  higher  wage. 

8.  Why  is  thvrc  equal  jwy  for  equal  tasks  under  free  ^ 
competition?  fl 

9.  Who  is  the  marginal  laborer? 

10.  Under  the  conditions  set  forth  in  paragraph  18  could 
the  wage  of  a  laborer  be  other  than  $10. 

11.  Prepare  a  written  argument  in  proof  of  the  last  state-' 
ment  in  this  chapter;  namely,  "wages  are  determined  by 
the  discounted  marginal  product  of  labor."  ^ 

12.  A  corponition  has  decided  to  vary  Its  wage  pay-  V 
mcnts  from  week  to  week  to  conform  with  the  variations 

of  a  set  of  index  numbers;  if  the  index  numbers  show  the  J 
purchasing  power  of  money  to  go  up  wages  will  be  corre-^B 
spondingly  cut,  and  vice  versa.  Would  you  predict  any™ 
tiiior  trou!)les  for  thLs  company  during  a  period  of  rising 
prices?  during  a  period  of  declining  prices? 
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CHAPTER  XXI 
CAPITAL 

I.  Tstrodactioa.  i.  Mifginal  dcsirotn'lity.  3,  Tbc  Ubnr-cosL  ifacory  <>[ 
value.  4-  Ctllidsnu.  5.  F^oduciivr  asents  classified.  6.  Interest  u 
WBjM  of  pmt  Isbnr.  7.  Rent  in  ihe  Inbor-nut  theory.  8.  Haata  at  criti- 
citun.  9.  Only  valusblc  land  is  cullivatcd.  lo.  A  |>roduvtivc  agent  as  • 
c«Dpo>it«  of  didcrcnt  ninKle  Cocton.  11.  Any  fncbor  which  is  kq  intqp^ 
pan  of  a  productive  axmt  Is  valuable.  11.  Vatudeas  Isnd  and  raludcss 
cainpasiic  AKOit.  ij.  Manpnal  iaod.  t4.  Other  aisumcnU.  ij.  L4iDd 
as  capital.  16.  Capital.  17.  Capital  contrastHl  with  wealth.  18.  Ac- 
qubltive  powers  which  are  not  weilih.  iq.  I^xtension  uf  (be  ai|iltal  con- 
cept,   ao.  Capital  a  right  to  tacome.    a.  Exercises. 

I.  IntroductJon.— \^tb  the  passing  of  time  the  economy 
of  s«If-suflicicncy  h  being  more  completely  (lUplaccd  by 
thc'divisioa  of  labor  ami  the  extensive  use  of  machioery. 
TIk  newer  economy  Is  one  of  interdependence  or  an  econ- 
omy of  exchange  requiring  evaluations  in  terms  of  money 
and  trading  by  means  of  money.  The  de&nitions  of  capital 
are  so  numerous  as  to  confuse  and  bewilder  the  reader, 
but  the  tendency  is  to  regard  capital  as  the  present  money 
worth  of  a  person's  right  to  valuable  income.  Upon  one 
point  there  is  agreement,  namely,  that  interest  is  a  per 
cent,  and  that  it  is  the  payment  for  capital  Interest  is  a 
per  cent  of  what?  Vou  cannot  speak  of  so  much  shelter 
OS  a  certain  per  cent  of  a  house,  nor  of  a  quart  of  milk  as 
a  fucd  per  cent  of  a  cow.  Before  you  may  say  that  a  cer- 
tain return  is  five  per  cent  of  an  agent,  you  must  evaluate 
and  reduce  to  their  money  equivalents  both  the  return  and 
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the  agenl.     Interest  is  a  per  cent  of  a  \'alue-sum  which  isl 
expressed  in  terms  of  money. 

Capital,  then,  is  a  value-sum  expressed  b  terms  of 
money.  Capital  looks  to  the  /uture  and  not  to  the  past; 
the  capital  value  embodied  in  a  machine  is  not  determined 
hy  vrhat  the  maJiinc  cost  nor  by  what  its  output  has  been, 
but  by  the  expected  future  returns  from  it. 

Suppose  that  you  ask  a  manufacturer  why  his  product 
sells  high.  Would  you  be  satisfied  should  he  reply  that 
sells  high  hccaiise  of  high-priced  labor,  high-priced  ra» 
materials,  high  rents,  and  so  on?  This  type  of  reply 
well  knonTi  to  business  men,  and  to  their  customers  who 
encounter  it  so  frequently.  It  is  no  explanation,  however; 
it  avoids  explanation  by  shifting  from  the  price  of  one 
thing  back  to  tliat  of  another.  The  price  of  a  good  or  the 
capital  value  of  an  agent  is  not  explained  by  an  appeal  to 
the  past  nor  by  a  shift  to  the  price  of  something  else.  H^ 

Other  considerations;  Whether  controlled  by  a  monoi>-^ 
oly  or  owned  by  comiietitors,  whether  produced  by  nature 
or  by  the  labor  of  men,  whether  material  as  land  or  imma- 
terial as  a  franchise — these  arc  matters  of  no  consequence 
in  the  definition  of  capital.  Capital  is  a  value  concept, 
and,  to  give  the  following  discussion  a  proper  setting,  I 
shall  restate  a  portion  of  the  reasoning  on  value.  ^H 

2.  Marginal  DestrabUity. — We  have  seen  that  the  rela*^^ 
tix'e  values  attributed  to  goods  depend  upon  their  relative 
marginal  desiralnlilies.  Desirability  connotes  the  fitness 
of  a  good  to  gratify  a  desire,  be  that  desire  reasonable, 
ridiculous,  or  reprobatorj-.  Take  bread,  for  example,  and 
the  question  of  its  desirability  must  refer  to  a  partioUar 
unit  of  it  relative  to  the  dcairc  of  some  individual.  The 
desirability  of  bread  in  general  is  immeasurable,  and  the 
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idea  is  absurd  because  it  serves  no  practic^  purpose.  M] 
ambigitities  are  banished  when  the  thought  is  limited  to 
the  individual  dcsirer  am)  to  »  unit  of  the  supply. 

What  is  the  desirability  of  shirts  in  general?  No  man 
knows  or  has  need  to  care.  J.  F.  Johnson  asks,  what  is 
the  desirability  of  a  shirt  to  the  [joor  man  who  has  only 
one,  and  must  lie  in  bed  while  hi:i  wife  carefully  Uuadcrs 
it  for  him?  This  question  puts  the  problem  aright:  it 
shows  desirability  to  be  a  personal  or  individual  matter; 
it  enables  us  to  express  desirability  which,  in  the  case 
assumed,  would  be  equal  to  the  discomfort  he  would  suffer 
should  the  wife  ruin  the  precious  garment  ujion  the  iron- 
ing-board. Assume  now  that  this  i>oor  man  Ls  [irospered 
through  the  death  of  faiK  rich  uncle,  that  he  Liiheriu  thirty 
shirts,  all  of  grade  A  and  alike  in  every  particular.  What 
now  is  the  desirability  of  a  shirt?  Upon  the  as.'^umption 
that  no  one  would  care  to  buy  one  of  these  second-hand 
shirts,  he  would  be  litUe  perturbed  should  a  mishap  upon 
the  ironing-board  ruin  one.  In  other  words,  the  shirts 
being  the  same  in  quality,  we  may  say  that  his  marginal 
desirability  of  shirLs  is  negligible. 

Marginal  desirability  as  an  explanation  of  value  U  insep- 
arable  from  scarcity.  The  desirability  of  a  unit  depends 
upon  the  intensity  of  the  Individual's  de-iire  for  it,  and 
this  intensity  itself  depends  upon  the  number  of  units 
already  possessed,  for  it  is  a  law  of  physiology  as  well  as 
of  psychology  that  desires  grow  less  as  the  amount  pos- 
sessed increases  until  satiety  is  reached.  This  (satiety)  is 
the  point  zero  where  desirability  ends  and  there  is  no 
value.  The  economic  importance  imputed  to  things 
CvaluiO  is  based  upon  desirabih'ty.  and  desirability  upon 
cletiire,  and  desire  upon  the  limitation  of  supply. 
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The  fitness  of  a  good  to  inintster  to  well-being  b  in  itself 
no  explanation  of  value,  for  if  so,  air  and  water  would  be 
our  most  valuable  possessions.  Nor  will  scarcity  alone 
explain  value,  for  if  so,  fortune  would  attend  the  catching 
of  house-flies  in  the  winter-lime.  Desirabihty  combines 
these  two  qualities. 

Heretofore,  we  have  stutlictl  tlie  forces  which  limit  sup- 
plies of  goods,  likewise  analynis  has  been  made  of  the  laws 
of  demand.  These  are  the  ultimate  forces  back  of  the 
marginal  desirabilllJcs  of  goods.  The  principle  of  relative 
mar^nal  desirabilities,  as  we  Iiave  seen,  has  left  in  ruins 
the  doctrine  that  when  a  trade  h  made  one  party  gets 
cheated;  it  furnishes  us  the  basis  for  a  unified  theory  of 
value. 

3.  The  Labor-Cost  Theory  of  Value. — Xote  the  contrast 
between  the  modem  view,  just  expressed,  and  the  old 
labor-cost  theory  of  value.    This  latter  theory  erroneously 
teaches  tliat  the  price  or  valuc^  of  a  good  is  proportional  to 
the  amount  of  labor  applied  in  iLs  production  or  to  thel 
wages  paid  for  that  labor.    If  article  A  cost  one  day's! 
labor  and  article  B  cost  two  days'  labor,  then,  according 
to  the  old  idea,  the  value  of  B  is  twice  that  of  .\.     Value: 
vahie  ::  labor  cost  :  labor  cost.    Were  this  theory  sound,  ^| 
that  is,  if  the  relative  values  of  articles  arc  proportional " 
to  labor  costs  or  wage  outlays,  it  is  a  mere  truism  that  <»iiy 
labor  costs  can  enter  into  value.    If  you  account  for  the 
price  of  wheat  by  the  labor  cost  of  producing  it,  you  arc 
forced  to  prove  tliat  other  outlays,  as  rents,  arc  in  realityj 


'  Value  in  the  Ubi>r<tat  theory  mciuii  ilic  cxchuij^  iKinrr  n(  %  thtnx.  In 
tUfl  book  value  b  de&TKA  u  the  Impartanoe  which  an  iodividual  attribirtCi 
to  a  good  or  Krvice,  be  that  s,ooA  ar  wrvice  salable  or  not.  Price  In  Iha 
broad  som  ooven  the  tdm  uf  exLhangc  \alua. 
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not  costs  at  oU.  So  much  for  the  theory  which  teaches 
ihat  value  is  proportional  to  lahor  cost  or  to  the  wages  paid 
for  that  labor. 

4.  Criticisms. — Certain  embsirassing  questions  confront 
the  advocates  of  ihis  hackneyed  theory:  (i)  One  finds  a 
predous  stone  worth  $500;  is  its  value  determined  by  its 
labor  cost?  Xo,  for  it  has  no  such  cost.  (2)  A  monopoly 
artificially  raises  the  price  of  a  good;  how  is  Lilxir  cost 
responable  for  the  rise?  The  answer  is,  in  no  sense,  {3) 
Does  the  value  of  monej-  depend  upon  its  labor  cost? 
Even  the  labor-cost  theorists  answer  in  the  negative.  (4) 
Wine  grows  better  and  sells  for  a  higher  price  when  allowed 
to  age  for  a  number  of  years.  A  sprout  worth  fifty  cents 
grows  through  time  into  a  tree  worth  a  hundred  dollars. 
What  has  labor  cost  to  do  with  the  increase  of  prices  caused 
by  growth  or  improvement  through  time?  Labor-cost 
advocates  regard  these  as  mere  exceptions  to  what  they 
call  the  "true  theory,"  (5)  How  account  for  the  value  of 
labor  itself  ?  Another  exception.  (6)  And  does  labor  cost 
determine  the  value  of  land,  minerals,  and  other  natural 
products?  Again,  no.  Is  it  not  surprbing  tliat  thought- 
ful men  should  teach  a  doctrine  so  monstrous  ? 

S-  Productive  Agents  Classified.— ^The  entrepreneur 
knows  that  wages  do  not  form  his  only  coat  of  doing  busi- 
ness. He  must  pay  for  materials  and  pay  numerous  hires, 
rents,  and  fees.  He  asks,  if  cost  determines  price,  why 
include  only  wage  costs  and  omit  others  of  equal  impor- 
tance? In  reply,  the  labor-cost  doctrinaire  is  forced  to 
make  this  artificial  classification  of  productive  agents; 

(o)  Land — so  defined  as  to  include  all  natural  agents. 

(b)  Capital'-so  defined  as  to  include  all  artificial  agents 
created  by  labor. 
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(c)  Labor — human  effort,  be  it  meQtal  or  phywcal 

6.  iDterest  as  Wages  of  Past  Labor.— According  to  the! 
above  classification,  which  is  based  upon  the  labor-coit 
tJieon.-,  capital  consists  of  productive  goods  made  by 
human  labor.  In  other  words,  "capitaJ  is  canned  labor" 
"past  labor  having  takea  the  form  of  present  goods. 
Then,  interest  or  payment  for  capital  is  payment  for  past^J 
labor.    Both  wages  and  interest  are  thus  labor  costs.         ^^ 

To  this  ptMnt  capital  has  been  made  to  consist  of  pro> 
ductivc  goods — of  tools,  instruments,  machines,  and  §o 
forth,  created  by  labor  and  used  to  produce  more  wealth. 
"We  have  been  totd,"  says  F.  A.  Fetter,  "at  one  moment 
that  rent  was  not  measured  by  labor  or  due  to  it,  but  was 
a  surplus  gained  without  labor,  and  in  the  next  vc  ha\'« 
seen  the  wealth  that  was  paid  ovex  to  the  landlord  as  rent  , 
used  by  him  as  capital  and  dc&ncd  as  the  product  o^M 
labor." '  " 

Just  here  trouble  arises  for  the  untenable  thcor>',  requir- j 
ing  a  shift  in  thought.    It  is  necessary  to  the  argument  U^| 
prove  that  the  returns  on  capital  are  uniform,  and  that^ 
no  surplus  arises  from  it.    To  prove  that  the  per  cent  of 
return  is  uniform  for  all  capital,  they  must  quit  the  idea 
of  capital  as  tools  and  shift  to  the  idea  of  capital  as  value. 
We  have  seen  that  competition  tends  to  maintain  uniform- 
ity of  returns  on  capital;  if  lo  per  cent  is  returned  in 
the  shoe  business,  and  only  5  per  cent  in  the  hat  business, 
capital  will  be  shifted  from  the  less  to  the  more  remunera- 
tive empIo>'muit.    Because  capital  is  paid  a  uniform  com- 
peUtive  return,  it  earns  no  surplus.    No  surplus  going  to 
cafMtal,  the  labor-cost  theorists  tell  us  that  all  the  interest 
on  capital  is  a  true  Inbor  rorit. 

*  haiav  "mk  Awnrfaiton,  Uecember,  1900,  p. 
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7.  Rent  in  the  Labor-Cost  Theory. — The  entrepreneur 
spends  money  for  lahor,  for  agents  created  by  labor,  and 
for  natural  agcnLt.  But  the  theory  tclb  u»  that  cost  de- 
termines value,  and  tliat  the  only  coiit  Ls  labor  cost,  there- 
fore the  mone^'  paid  for  the  use  of  natural  agents  must  be 
elhninated  from  cost.  Call  interest  the  wages  of  past 
labor,  and  wages  the  pa>'ment  for  present  Ial)or,  but  the 
payment  for  tlie  use  of  natural  agents  amnot  be  railed 
m^ges  since  labor  did  not  create  such  iigents.  The  labor- 
COSt  theoriiiit  defmed  rent  as  the  payment  for  the  use  of 
land.  He  beUtvtd  rent  to  be  no  part  of  cost,  thought: 
that  It  was  a  surplus  over  and  above  cost.  If  rent  is  not 
an  element  of  cost,  he  tells  us  that  it  can  have  no  bearing 
00  value.  How  they  attempt  to  demonstrate  the  propo- 
sition that  rent  is  not  a  cost  will  now  be  shown. 

If  the  different  bushels  of  a  supply  of  wheat  are  of  uni- 
form grade,  they  will  sell  for  a  uniform  price  in  the  market. 
Like  busiiels  of  wheat  in  a  market  at  a  given  time  will 
sell  at  the  same  price.  But  the  cost  of  producing  the  dif- 
ferent bushels  is  not  the  same.  Some  may  be  produced 
on  superior  soil  and  near  the  markeU;  some  may  be  gron-n 
OD  inferior  soil  and  distant  from  the  market.  Costs  var>', 
but  the  price  is  uniform.  Which  cost  is  it  that  determines 
the  price?  The  greatest  cost— that  portion  of  the  supply 
which  is  produced  at  the  greatest  cost  determines  the  price 
of  every  portion  of  the  supply.  But  the  greatest  cost  is 
upon  the  marginal  land — the  land  barely  worth  cultivat- 
ing. Such  land  li  so  inferior  that  no  rent  is  paid  for  the 
use  of  it.  Thai  if  production  at  the  greatest  cost  deter- 
mines price,  ami  if  this  greatest  cost  takes  place  where  no 
rent  is  paid,  it  must  follow  that  rent  docs  not  enter  into 
the  cost  that  determines  value.    This  thought  was  cogently 
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expressed  by  Ricardo:  "Com  is  not  high  because  a  rent  is! 
paid,  but  a  rent  Is  paid  because  com  is  high.*' 

8.  Bases  of  Criticism. — The  lalior-cost  theory  of  prict, 
requiring,  as  it  docs,  capital  to  be  defined  as  "storcd-up 
labor,"  has  been  on  the  defensive  from  the  moment  it  was 
first  penned.  The  theory  of  land  rent,  the  artificial  dis- 
tinction between  land  and  cajiital,  and  the  false  theory  of 
distribution  based  upon  this  classification,  compose  the 
defense  works  of  the  labor-cost  theory.  The  opposing 
forces,  who  classify  land  as  capital,  attack  this  doctrine 
(a)  by  pointing  out  exceptions  to  it,  {b)  by  showing  that 
all  cultivated  land  pays  a  rent,  thus  making  rent  an  cle- 
ment of  cost,  {c)  by  showing  that  there  is  no  such  mar- 
ginal land  as  the  theory  assumes.  (</)  by  showing  that 
valuation  as  a  price  apprai-ial  Ls  aiTected  by  cost  only  as 
cost  affects  supply,  and  finally,  {e)  by  ranking  land,  with 
all  other  prix'alely  ownwl  sources  of  Income,  as  capital 

^  Only  Valuable  Land  is  CultiTsted. — Having  already 
noted  certain  exceptions  to  the  labor-cost  thcor>',  wc  shall 
now  see  that  worthless  land  is  not  cultivated.    A  ton  of 
coal  from  a  worthless  mine  will  sell  for  the  same  price  Zi 
a  ton  of  like  quality  from  the  most  remunerative  mine.  ^ 
But  why  does  capital  refuse  to  operate  a  mine  where  tfac^f 
costs  of  digging  a  ton  are  equal  to  or  greater  than  the^ 
price   of  tlie  ton  when   mariceted?    Any  schoolboy  can 
give  the  answer;  capital  seeks  investment  only  where  there      . 
is  a  promise  of  profit.    The  scrap-heap  engine  is  valueless,^| 
except  for  junk,  not  because  it  could  yield  no  more  ser-^^ 
vices,  hut  becau.4e  the  cost  of  getting  such  services  equal^i 
or  outweighs  thdr  worth.    Likcwi«M;,  land  is  not  cultivat^^;^ 
when  the  co=i  n^^^Mta  from  i(  is  equal  to  or  oi^^[. 

,  weighs  tike  w i  ^i^^^^^BH     Because  such  Iv^ud 
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f  afTords  no  act  yield,  it  is  of  no  value.  Only  valuable  land, 
land  that  renders  net  uses  above  cost,  is  cultivated. 

The  land,  tools,  seed  and  labor  jointly  produce  a  crop. 
In  our  economy  it  is  unthinkable  that  a  farmer  would  use 
valueless  tools,  valueless  seed,  and  valueless  land,  because 
the  result  would  be  a  valueless  crop.  There  is  no  more 
judgment  in  usinj;  valueless  land  than  in  u&ing  valueless 
seed  or  tools.  It  is  inconceivable  that  worthless  land 
could  produce  a  valuable  crop,  because  land  is  valuable 
by  virtue  of  its  valuable  yield. 

The  %aluc  of  the  crop  reverts  value  to  the  agents,  each 
and  all,  which  produce  It  It  would  appear  a  strange 
decision  should  the  swift  runner  accredit  all  his  speed  to 
the  right  leg,  denying  just  due  to  the  left;  and  not  less 
strange  should  we  accredit  all  the  lifting  to  two  when  it 
Kquires  the  combined  effort  of  three  men  to  raise  a  weight; 
and  not  less  strange  should  wc  accredit  the  valuable  crop 
to  tools  and  men  when  it  requires  tools,  men,  and-  kind 
to  produce  it.  Proof  of  the  value  of  laud  lies  in  the  valu- 
able product  of  which  it  is  an  essential  factor  of  produc- 
tion. Any  land  which  produces  a  valuable  income  must 
itself  be  valuable,  but  the  purpose  of  competitive  produc- 
tion is  a  valuable  yield,  therefore  none  other  than  valuable 
land  is  utilizeil.  But  the  tenant  cannot  bave  valuable 
land  gratuitously;  he  must  pay  a  rent  for  the  use  of  it. 
We  now  sec  that  only  valuable  land  is  cultivated,  and  that 
such  land  commands  a  rent,  consequently  rent  is  a  part 
of  the  cost  of  producing  agricultural  products.  Because 
land  rent  U  a  part  of  cost,  the  pure  labor-cost  theory  fails. 
10.  A  Producti7e  Agent  as  a  Composite  of  Different 
Single  Factors.^We  have  seen  thai  a  single  agent  is  non- 
productive, and  is  valueless  unless  there  are  other  factors 
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to  combine  wiUi  it.    An  ajce  cannot  cut  wood,  ndther 
can  a  nian;  it  takes  the  two  combined,  for  the  muti 
interaction  of  agents  liberates  each  the  productive  powe 
in  the  other,     Arid  land  produces  nothing,  and  is  valueless' 
unless  water  is  in  prospect.    Turn  a  river  into  the  barrco 
area  and  the  combination,  land  and  water,  becomes  pro- 
ductive and  valuable.    Since  neither  factor  alone  could 
produce  and  because  It  requires  mutual  contact  for  each 
factor  to  liberate  the  productive  capadty  in  the  other,  tfl 
follows  that  the  productive  agent  is  a  compound  agrnt 
made  up  by  uniting  a  number  of  single  factors.     Docs  land 
make  the  water  valuable?  or  does  water  make  the 
valuable?    Each  liberalfs  the  productive  capacity  in  the' 
other,  but  the  two  in  one  are  valued. 

II.  Any  Factor  Which  Is  an  Integral  Part  of  a  Produc- 
tive Agent  is  Valuable. — Consider  a  rich  agrkulturat  State 
like  Minnesota,  with  its  many  lakes  and  rivers.  One  asks, 
is  not  the  water  there  which  ia  use<l  in  production  a  frc<^ 
good?  The  water  in  the  lakes  or  rivers  is  free, 
cause  it  cxisus  in  such  abundance  as  to  render  the  she 
factor,  land,  incapable  of  liberating  its  productive  capacity^ 
Suppose  now  it  were  possible  for  the  owner  of  a  bonar 
farm  in  the  wheat  belt  of  Minnesota  to  sell  and  remove 
,>*[)arately  the  moisture  fnim  his  farm.  The  water  would 
not  be  free,  but  it  would  in  fact  rwiuire  the  total  price  i>f 
the  farm  to  buy  it.  If  one  thinks  of  the  air  as  a  separate 
thing  it  is  free,  but,  integrated  with  the  chemical  qualitifs 
of  the  soil,  the  farmer  would  not  have  it  i>crraaneii(Iy 
removed,  were  this  pos^ble.  for  a  price  less  than  that  oS\ 
the  farm.  To  harness  a  free  agent  and  make  it  an  inlc-/ 
grated  part  of  a  composite  productive  agent  is  lo  mj 
as  part  of  the  composite  agent,  valuable.    A  fonq  j| 
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than  land;  it  is  the  combined  productive  qualities  that 
grow  a  crop.  Man  wastes  no  effort  to  harness  an  agent 
which  is  without  promise  of  a  valuable  return.  The  con- 
clusion follows  that,  except  for  miscalculation  and  poor 
judgment,  all  cultivated  land  is  valuable  and,  therefore, 
commands  a  rent.  Let  us  give  this  thought  a  different 
statement. 

13.  Valueless  Land  and  Valueless  Composite  Agent. — 
The  writer  has  in  mind  an  investment  of  $roo,cx»  made  by 
a  Louisiana  capitalist,  in  the  fruitless  attempt  to  convert 
a  seemingly  bottomless  swamp  into  productive  soil.  The 
venture  failed  and  the  money  was  lost  because  there  was 
no  productivity  in  the  situation  to  exploit.  A  composite 
agent  is  valueless  when  one  of  the  essential  factors  h 
unproductive. 

Suppose  that  this  swamp  had  responded  to  good  treat- 
ment, that  the  composite  agent  (the  land,  the  capital  ex- 
pended and  embodied  in  its  improvement,  together  with 
the  other  essential  factors)  had  produced  an  annual  net 
>iekl  of  $10,000.  This  capitalized  at  5  per  cent  would 
give  a  present  worth  of  Sjoo.ooo.  This  jicld  could  not 
be  subdivided,  and  the  different  portions  of  it  uttributed 
to  the  different  factors  in  the  composite  agent.  But  why 
will  a  man  farm  except  for  a  yield?  .And  if  yield  there 
be,  its  value  Ls  reflcdeti,  without  exclusion,  to  the  factors 
which  compctse  the  integrated  agent  of  production.  The 
process  of  capitalization  is  such  as  to  make  all  land  under 
cultivation  valuable  and  rt^nt-bearing. 

13.  Marginal  Land.— Another  way  of  showing  that  rent 
Is  a  part  of  the  cost  of  production  is  bj-  showing  that  there 
is  no  one  land  margin  for  all  purposes.  What  is  marginal 
L?    It  is  land  on  the  outer  edge  or  fringe  of  cultivation 
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— beyond  the  margin  it  would  be  economically  unprodac-j 
five  to  go.  Land  may  be  marginal  either  because  It  isj 
physically  unproductive  or  because  it  is  distant  from  the' 
market.  These  are  instances  of  the  cxtfnsfve  margin. 
There  is  also  an  intensive  margin.  There  is  a  limit  beyond 
which  it  would  not  pay  to  make  further  expenditure  e\-ea 
Upon  the  most  fertile  acre,  for,  although  more  uses  might 
be  yielded,  the  extra  cost  entailed  would  outweigh  the 
additional  incnmc.  This  point  at  which  profits  cease  and 
Joss  begins  is  the  itUcnsive  margin.  The  margin  is,  in  pure 
theory,  a  boundary-line  separating  the  land  fit  (valuable) 
for  cultivation  from  the  unfit  (valueless).  It  is  cDm[>arabte  { 
to  the  line  sq)aratiiig  time  into  [last  and  future.  One's 
Ltst  breath  is  now  in  the  [Mist  and  his  next  breath  beloogs 
to  the  future;  a  mere  line  separates  time  [Hist  from  time 
future.  The  above  definitions  have  been  given  in  another 
connection,  but  it  is  well  to  refresh  the  memory  at  this 
poinL 

I.and  suitable  for  the  grazing  of  cattle  may  be  phy^cally 
inferior,  and  far  distant  from  the  market.  The  same  cbo- 
not  be  said  of  land  suitable  for  truck-farming.  To  express 
this  differently,  the  extensive  margin  for  tnick-farming 
will  be  far  within  the  margin  for  grazing  purposes.  Like- 
wise marginal  land  for  factory  sites  will  usually  be  wichiD 
the  margin  of  land  used  for  growing  cotton.  In  other 
words,  there  arc  numerous  land  margins  corre^>anding  to 
the  numerous  uses  for  land.  ^H 

Assume  that  land  vidch  is  m&rginal  for  vegetable-gar-  ^ 
dening  would  yield  $5  rent  per  acre  if  used  for  the  grow- 
ing of  wheat.    Thb  $5  most  be  paid  by  the  v^etablc- 
^.^nleaer.    It  is  part  of  his  cost  of  production,  although 
lie  is  working  land  which  is  marginal  for  his  purpose. 
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Now  that  Lind  rent  is  seen  to  be  a  part  of  cost,  the 
labor*co6t  theoiy  of  value  will  cease  to  bother  us.  So  long 
as  this  theoiy  sur\'ive<I,  however,  the  labor-cost  theorists 
had  to  cla-ssify  land  (natural  agents)  as  distinct  from 
capital.  They  could  not  speak  of  land  as  capital  and  then 
term  interest  the  wages  of  past  labor. 

14.  Other  Arguments. — A  classification  of  any  conse- 
quence must  be  Inic  to  fact  and  scr\e  a  definite  purpose. 
We  have  seen  that  the  old  claasiltcation  failed  in  its  pur- 
pose  as  a  proof  that  labor  h  the  only  cost  and  sole  source 
of  value.  I  sihall  now  examine  the  truth  of  the  claims  that 
land  is  unlike  capital.'  These  claims  may  be  briefly  slated 
and  refuted.  First  daim:  Land  is  immovable;  capital 
movable. 

Portability  is  not  a  bajUa  for  distinguishing  capital  from 
land;  if  it  is,  an  office-building  must  be  reckoned  as  land. 
The  only  economic  relevancy  in  the  moving  of  things  is 
this — by  moving  a  tiling  from  where  it  is  less  useful  to 
where  it  is  more  useful,  there  is  created  place  utility. 
Place  utility  is  created  by  making  things  more  accessible 
to  the  market-  It  is  common  knowledge  that  new  or 
improved  lines  of  transportation  make  land  more  acccssi- 
ble  to  the  market. 

Second  daim:  Land  is  a  £^t  of  nature;  capital  is  a 
product  of  labor. 

Improved  land,  as  any  hnishcd  good,  is  a  joint  product 
of  man  and  nature.  The  question  of  origins  is  of  interest 
for  some  purposes,  but  not  for  economic  purposes. 

Third  claim:  The  supply  of  land  b  fixed;  capital  is 
incrcasahle, 


>  Divoiport's  Ecoaomics  of  Enterproe,  chap.  XI,  deserva  cueTul  titidy 
U  thfa  pOillL 
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Land  as  a  productive  agent  is  increased,  in  the  economic      n 
sense,  by  whatever  increases  its  producti\ity.    The  cxtcn-^| 
sion  of  transportation,  the  draining  of  swamps,  irrigation,  " 
new  methods  of  cultivation,  extensive  and  intensive  utiliza- 
tion— any  means  of  getting  more  from  land  increases  land 
as  an  economic  factor.    When  one  thinks  of  land  as  a.fl| 
fixed  number  of  square  miles,  he  is  thinking  in  terms  of^ 
geography — not  economics.    The  economist  measures  pro- 
ductive agents  in  terms  of  their  capacity  or  output,  and^| 
not  in  terms  of  their  weight,  bulk,  or  area.    There  is" 
much  difference  between  the  two  words  "supply"  and 
"amount." 

The  economists  who  make  the  above  classification  tcD 
us  that  the  capacity  of  agents  is  measured  in  terms  of  the 
output  of  these  agents.  It  is  also  said  by  them  that  all 
capital  goods  come  from  the  land.  Then,  how  can  the)' 
say  that  a  fixed  capacity  (or  supply)  turns  out  an  ever- 
increasing  yield  ?  We  may  ultimately  reach  the  final  eco- 
nomic limit  to  the  supply  of  land  forces,  but  when  that  is 
reached  we  shall  also  have  reached  the  final  limit  to  thei 
output  of  capital  goods. 

Fourth  claim :  Land  obej'S  the  law  of  diminkhiag  rctunul  j 
capital  does  not. 

This,  it  should  be  said,  Lt  not  now  generally  accepted 
by  economists.  RconomLsLs  now  know  that  should  any 
productive  agent  cease  to  obey  the  law  of  diminishing 
returns,  it  would  lose  the  element  of  scardty  and  become 
a  free  good. 

Fifth  claim:  Land  yields  a  differential  surplus; 
from  capital  is  uniform. 

The  thought  is  that  the  products  of  labor  are  rcprodiK 
We.    If  a  house  coating  Sio.ooo  >icld3  lo  per  cen'  -  -  •'•■ 


Capital 


481 


I 


investment,  others  will  build  houses  iii  the  same  vicinity, 
and  will  continue  building  until  the  return  on  capital  is 
reduced  to  normal.  On  the  contrary,  it  is  stated  that  if 
one  invests  $10,000  in  a  tract  of  land,  a  new  line  of  trans- 
portation or  boom  in  building  maj'  increase  the  return  to 
a  large  suq^lus  above  normal.  Land  is,  according  to  the 
argument,  non-reproducible,  therefore  the  landlord  may 
enjoy  a  durable  surplus. 

But  should  the  income  be  increased  to  Si. 000,  or  10  jxir 
cent  on  the  cost  price,  would  the  land  still  be  worth  only 
S10.000?  Not  so— its  capitalization  would  increase;  if 
the  interest  rate  be  5  per  cent,  the  capitalization  would  be 
doubled.  There  is  no  difference  between  the  perccnlual 
returns  on  land  and  other  durable  sources  of  income. 

Likewise,  if  one  tract  of  land  >'ields  more  than  another, 
the  difference  Is  not  a  suqilus  gain,  for  the  better  tract  will 
be  capitalized  higher  than  the  inferior  tract.  The  incomes 
on  the  two  tracts  will  tend  to  equality  of  perceutual  in- 
comes. 

All  durable  agents  being  capitalized  on  the  basis  of 
antidpatul  yield,  it  follows  that  the  present  capital  value 
of  land  or  other  agents  is  such  as  to  allow  no  siuplus  except 
in  case  of  a  miscitlculacion. 

15.  Land  as  Capital. — Whenever  a  thing  Is  valuable, 
there  is  a  reason  for  attributing  value  to  it^  land  as  a 
productive  factor  is  valuable  for  the  same  reason  that  other 
factors  are  valuable,  namely,  the  command  it  gives  the 
owner  over  prospective  incomes.  The  estimated  worth  of 
its  future  incomes  discounted  lo  their  present  worth  gives 
the  capiul  value  of  land.  Capital  la  one's  control  over 
Hiocomes  expressed  in  terms  of  money.  The  possession  of 
^■ttAjllgU  one  in  control  of  valuable  incomes.    Land  ex- 
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pressed  in  terms  of  money  is  capital  and  it  obeys  all  tbe 
laws  of  capital. 

i6.  Capital.— Interest  is  a  payment  for  the  use  of 
tal,  aini  it  pays  (or  nothing  else.  Where  interest  is 
must  be  a  capital  sum.  But  interest  is  always  expressed 
as  a.  per  cent.  A  per  cent  of  what?  Of  a  certain  sum  ex- 
pressed in  terms  of  money.  One  cannot  say  that  Sioo  is 
5  per  cent  of  a  motor-truck,  but  if  the  motor-truck  be 
capitalized  or  priced  at  $2,000,  then  $100  becomes  5 
cent  of  the  capital  sum.  The  return  on  a  capitalized 
takes  the  form  of  interest. 

The  word  capital  Ls  derived  from  the  Latin  caput,  a  head, 
a  source.  The  classical  Latin  at  times  used  the  word  caput 
for  a  sum  of  money  put  out  to  interest.  We  continue  to 
speak  of  the  principal  of  a  money  loan  as  capital.  Bor- 
rowers in  turn  regarded  capital  as  funds  to  invest, 
idea  was  extended  to  include  estimates  in  tenns  of  capit 
not  only  the  sum.s  borrowed  and  lent,  but  also  the  moc 
worth  of  one*s  rights  in  goods. 

17.  Capital  Contrasted  with  Wealth. — During  the  season 
of  1918  three  gentlemen  jointly  produced  5,000  bushels  of 
potatoes  in  Monmouth  County,  New  Jersey.  M  the  end 
of  the  season  potatoes  were  selling  at  $1.50  a  bushel,  mak- 
ing their  total  output  worth  87,500.  The  potatoes  as  such 
were  wealth,  and  $7,500  the  price  of  that  wealth.  Each  of 
the  three  producers  had  thus  a  capital  of  $2,500.  Had  the 
price  been  50  cents  a  bushel,  the  sum  of  wealth  would  still 
have  been  5,000  bushels,  but  the  capital  of  each  would 
have  been  only  $833.33.  ^^  ^^  price  been  $5  a  busbd, 
due  to  scarcity  of  potatoes  throughout  the  country,  the  suni 
of  wealth  controlled  by  these  men  would  still  be  5,000  bush- 
els, but  each  would  have  a  capita!  of  $8,333.33.     Wealt 
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and  capital  sometimes  move  in  opposite  directions — de- 
creasing wealth  may  mean  increasing  capital,  and  vice  ursa. 

These  men  sold  the  crop  to  a  merchant  in  London  for 
$7,500,  allowing  him  ninety  da>'s*  time  for  payment.  The 
merchant  was  in  this  country  at  the  time,  and  tendered 
his  note  for  the  amount,  payable  at  a  New  York  bank. 
In  transit  the  potatoes  were  sunk.  The  wealth  thing  (the 
potatoes)  ceased  to  exist  and  with  it  the  capital  of  the  pur- 
chaser, but  the  capital  of  the  sellers  was  not  aiTected.  The 
capital  ($3,500)  of  each  of  these  men  ceased  to  be  the  money 
worth  of  his  control  over  the  wealth  and  became  a  claim 
against  an  individual. 

18.  Acquisitive  Powers  Which  Are  Not  Wealth.— There 
is  much  capital  which  is  not  wealth  at  all. 

Good-will:  The  words  "Gold  Dust"  symbolize  the  good- 
will enjoyed  by  the  Fairbanks  Company  for  tlieir  washing 
powder  of  that  name.  A  trademark  is  never  more  than 
a  s>'mbol(or  good-will,  and  it  serves  two  purposes:  It  safe- 
guards good-wiU  as  a  source  of  profit,  and  enables  pur- 
chasers on  their  part  to  identify  the  goods  they  desire. 
Good-will  is  established  for  a  good  when  purchasers  leam 
to  like  it  and  call  for  it  in  preference  to  other  similar  goods. 
So,  also,  is  goo<I-will  established  for  a  firm  when,  through 
tactful,  prompt,  and  honest  dealings  a  collective  friendli- 
ness is  created  which  insures  future  patronage.  Good-wiU 
is  valuable  because,  representing,  as  it  dots,  both  trade- 
getting  and  trade-holding,  it  is  a  cause  of  income.  It  is 
the  largest  asset  of  many  a  successful  business  man.  But 
good-will  does  not  take  the  form  of  lands,  buildings,  rolling- 
stock,  clothing,  food,  or  any  other  wealth— it  is  not  wealth 
at  all.  It  brings  no  more  goods  into  society;  it  merely  cn- 
bks  individuals  to  acquire  more  income  from  others.    Good- 
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will  Is  acquisitive,  not  productive  in  nature.     As  a 
of  valuable  private  income,  however,  it  is  capital. 

Frnwhise:  When  a  city  votes  a  franchise  to  a  company 
to  operate  a  busline  or  slrcct-railway,  it  creates  no  object 
of  wealth.  A  franchi&c  is  a  right  of  an  individual  or  com- 
pany to  enjoy  a  privilege  which  is  denied  to  others.  It  b 
capital  but  not  wealth,  nor  docs  it,  as  such,  produce  wealth. 
All  wc  can  say  is  that  it  is  a  private  acquisitive  source  of 
valuable  income.  It  is  capitalized,  as  Is  durable  wealth, 
on  the  basts  of  its  income,  and  is  capital  in  the  true  sense 
of  th.-it  word. 

Monopdy  rights,  and  other  sources  of  mere  acquisitive 
income,  cannot  be  termed  wealth.  We  should  be  counting 
twice  to  term  them  wealth.  Rut  as  sources  of  valuable 
private  income  they  must  be  classified  as  capital. 

19.  Extension  of  the  Capital  Concept.— During  the  Mid- 
dle Ages  land  was  not  an  object  of  purchase  and  sale;  it 
was  no  more  a  marketable  thing  than  are  public  highways 
or  city  parks  to-<lay.  The  ditTcrcnt  forms  of  wealth  in 
cities  meanwhile  were  salable,  and  they  were  expressed,  as 
arc  salable  goods  to-day,  in  terms  of  their  money  wotiIl 
Since  land  was  not  priced,  or  capitalized,  the  landlord 
could  not  speak  of  his  returns  as  interest,  for  interest  Is  1 
per  cent  of  a  capital  sum.    His  returns  were  called  roiCal^ 

Due  larjrely  to  differences  in  salability,  town  properi)' 
came  to  be  thought  of  in  terms  of  its  money  worth,  and 
was  called  capital,  but  there  was  no  occasion  for  attacJiing 
a  money  price  to  land,  and  it  was  thought  of  as  different 
from  capital 

The  past  century  has  witnessed  a  vast  extension  of  c^^ 
italisttc  cntexprises,  trvcr>-  form  of  natural  rcsourc*  has  be- 
come readily  sabMi^  hv  mcftn&  of  stocks  and  bondft.    -^U 
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wealth  has  become  liquid  and  the  money  economy  all-per- 
vasive. 

3o.  Capital  a  Rl^bt  to  lacome.^The  lender  thinks  of 
capital  a.s  Uic  principa.1  of  a  money  loan;  he  parlii  with 
the  money,  however,  when  he  loans  it,  and  his  capital  is 
but  the  money  worth  of  the  right  he  holds  against  the 
borrower.  The  borrower  looks  upon  capital  as  money 
invested,  or  to  invest,  but  when  once  he  has  invested  it 
bis  money  is  gone  and  his  capital  becomes  the  money 
worth  of  his  expected  incomes.  A  sale  on  credit  is  but 
another  (onn  of  lending.  The  seller's  capital  takes  the 
form  of  a  right,  bearing  interest,  against  the  purchaser. 
If  paid  at  the  time  of  sale  the  seller  is  in  command  of  a 
capital  fund  to  be  invested. 

Any  form  of  durable  wealth  is  such  because  of  the  in- 
come it  promises.  Wealth  ownership  is  but  a  right  to 
income.  If  its  value  i!^  expressed  in  money  this  wealth 
becomes  capital  and  the  returns  upon  it  are  interest. 

Unsalable  forms  of  wealth,  such  as  one's  clothing,  the 
food  on  his  table,  or  his  mother's  picture,  arc  not  capital. 
Capital  is  always  forward-looking,  is  a  more  or  less  durable 
source  of  private  income.  It  may  represent  the  present 
money  worth  of  real  productive  agents,  or  of  predatory 
sources  of  income.  It  h  a  summation  of  value  rather  than 
of  welfare,  and  may  reflect  scarcity  rather  than  abundance. 
Capital  is  the  present  worth,  expressed  in  money,  of  a  per- 
son's right  to  secure  expected  valuable  incomes. 

The  next  chapter  will  deni  with  the  interest  problem  as 
an  outgrowth  of  the  capitalization  of  expected  incwnes. 


as.  Exercises. — t.  Contrast  the  two  theories  of  value 
presented  at  the  be^ntiing  of  this  chapter. 
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7.  Coji  you  think  of  two  excqittons  to  the  labor-cost 
thcor>'  of  value  whifh  are  not  mentioned  in  the  fourth 
paragraph  of  this  chapter? 

3.  Why  was  it  necessary  to  classify  productive  agents 
as  land,  labor,  and  ui}>iiiLl,  in  order  to  defend  the  labor- 
cost  theory  of  value? 

4.  By  what  reasoning  did  the  older  economists  make 
interest  on  capital  a  form  of  wages  ? 

S-  How  did  they  rule  rent  out  of  the  cost  of  produc- 
tion? 

6.  If  none  but  valuable  land  is  cultivated,  does  it  follow 
that  land  rent  is  a  cost  In  the  production  of  agriculturaLJ 
products?    Defend  your  answer. 

7.  It  is  argued  that  land  differs  from  capital  upon  the 
grounds  of  (i)  portability.  (2)  origin.  (3)  fixation  of  supply. 
(4)  diminishing  returns,  (5)  surplus  returns.  Criticise 
these  as  to  their  truth  or  error  and  as  to  their  econotnic 
relevancy. 

8.  Contrast  wealth  and  capital.  Mention  some  acquisi- 
tive sources  of  private  gain  which  are  capital  but  not 
wealth. 

9.  What  changes  have  brought  about  an  extension  of 
the  capital  concept  ?    Define  capital. 

10.  Criticise  the  following  quotations  from  Economic 
Studies,  by  Walter  Bagehot:  (a)  "  When  new  capital  comes 
into  cotton-spinning,  this  means  not  only  that  new  money 
is  applied  to  paying  cotton  operatives,  but  also  that 
new  money  is  applied  to  bu>'ing  new  spinning-machines." 
(P.  48.) 

Formulate  a  definition  of  capital  from  the  use  made  of 
the  word  in  tlus  quotation. 

(6)  "Between  a  loaf  of  bread  and  a  steam-engine,  be- 
tween a  gimlet  and  a  piece  of  bacon,  tliere  looks  .is  if  there 
were  really  nothing  in  conunon,  except  that  man  made 
both.  But,  though  the  contrast  of  extprn-Tlities  i%  soi 
great,  the  two  have  a  most 
which  is  that  which  poUt 
sibte  effect  of  both 
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work  because  they  want  bread ;  their  work  goes  farther  if 
they  have  good  tools,  and  therefore  economists  have  a 
common  woni  for  both  tools  and  bread,  'i'hey  are  both 
capital  and  other  similar  things  arc.  too,"    (P.  50.) 

According  to  the  quotation  what  Is  the  "essential  com- 
nuHi  property"  of  capital  ''which  political  economy  lixes 
upon?" 

Does  land  have  this  "common  property"? 

If  "both  tools  and  bread"  arc  capital,  can  a  distinction 
be  made  between  capital  and  consumption  goods? 

From  the  thought  in  this  quotation  could  you  exclude 
good  health  from  a  definition  of  capital  ?  What  productive 
agents  could  you  exclude? 

(c)  "Thus,  for  the  present  dkcusMon,  the  acquired  skill 
of  a  laborer  is  capital.  ...  It  is  a  productive  thing  made 
by  man,  as  much  as  any  tool;  it  is,  in  fact,  an  immaterial 
tool  which  the  laborer  uses  just  as  he  does  a  material  one. 
It  is  co-operative  capital  as  much  as  anything  can  be. 
And  then,  again,  the  most  unlikely- looking  and  luxurious 
articles  are  capital  if  they  reward  and  stimulate  labor. 
Artisans  like  the  best  of  rabbits,  the  best  bits  of  meat,  green 
peas,  and  gin;  they  work  to  get  these;  they  would  stay  idle 
if  they  were  not  incited  by  these,  and  therefore  these  are 
capital."    (P.  51.) 

If  "the  acquired  skill  of  a  laborer  is  capital,"  would 
his  other  productive  capacities  or  qualities— his  muscle, 
reasoning  faculties,  willingness  to  work — be  capital? 

If  capital  be  that  which  stimukites  labor,  is  one's  love 
for  his  wife  and  family  lo  be  termed  capital? 

Would  this  quotation  make  wages — the  reward  for 
labor— capital? 

Would  you  judge  from  this  quotation  that  capital  is 
stimulus  to  work  ?  or  the  reward  for  working?  or  the  power 
to  work?  or  a  tool  with  which  to  work?  or  the  things,  as 
"green  peas  and  gin,"  which  work  would  create? 

►lationa:  "The  rest  is  left  in  money,  and 

ig,  the  new  capiul."     (P.  i-ji.)     "Cap- 

ttntiHi:,"    (P,  169.)     "You  can  say 
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that  the  capitalist  must  be  in  possession — of  certain 
les  possessing  exchangeable  value."     (P.  185.) 

Arc  the  word&  saving  and  abstinet$ce  synonyms? 

Judging  from  tiiese  quotations,  what  things  are  to 
ioduded  in  capital? 

{e)  A  good  definition  contains  one  and  only  one  fundi- 
menUil  idea.    Can  you   formulate  a  good  de&nitioa  dfj 
capita]  which  embodies  alt  that  Bagchot  has  said? 

Would  such  a  definition  make  capital  tangible  or  intan-* 
gible?  productive  or  merely  acquisitive?  external  to  man 
or  a  quality  of  man  ?    In  so  far  as  money  tils  into  the  de£- 
nition  would  it  be  money  invested  ?  or  money  saved  ?  ffl^ 
money  to  be  acquired  ? 
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INTEREST 

t.  Tlte  producti\'h>'  iheocy.  i.  The  interest  ntc  luiAfftctcd  by  varia- 
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disco4int.  8.  lllustmioTi.  g.  Ttmt-discoiint  in  capilnlisiu'an.  10.  Ctpt- 
talization  nnd  inierrst.  11.  .\ilju5tinnit  of  utCefOLt  to  <^ltiUi»tiaa.  11. 
The  p««cnt  worth  of  a  bond.  ij.  Money  loant  analogrnts  to  invntmcnl*. 
14.  The  interut  rate  retlcclx  time-discount.  15.  Fallncy  of  invenioti.  i4. 
Interest  involved  in  simple  c:xchan)(<:&.  17.  Prefcicntc  for  present  posics- 
•iloa.  lA.  .Apperimt  cxiri>tion«.  ig.  The  conMUoptlon  idea.  10.  Rcaauns 
for  diirercDce&  in  timc-diKuunt  amanR  ptnom.    it.  Eiciciies. 

1.  The  Productivity  Theory. — .^sk  the  common  man, 
"What  dclcrmiiirs  the  ra.li:  of  inlercst  ?"  He  will  tun.'iuler 
this  a  simple  common-sense  question  and  give,  with  an 
air  of  confidence,  one  or  the  other  of  the  following  replies: 
"The  rate  of  the  productiwty  of  capital  deterraJnes  inter- 
est," or  "The  rate  of  interest  is  determined  by  the  supply 
of  loanable  money  on  the  market."  These  replies,  how- 
ever, arc  false;  they  represent  two  of  the  most  persistent 
fallacies  in  economics. 

One  observes  that  the  rate  of  return  on  clifTcrcnt  t>'pes 
of  budness  tends  to  be  about  the  same.  A  $50,000  store, 
or  mill,  or  farm,  or  mine  will  return  a  net  yield  of  $2,500. 
He  reasons  from  the  capital  value  of  the  agent  to  the  money 
worth  of  the  product,  and  concludes  that  the  rate  of  in- 
terest is  proportionate  to  the  profluclivity  of  capital. 

a.  The  Interest  Rate  Unafiected.  by  Variation  in  Produc- 
tioa. — Does  the  capital  value  of  a  farm  determine  the 
price  of  the  crop,  or  is  it  Uie  price  of  the  crop  that  deter- 
f»iCno4  th^  capital  value  of  the  farm  ?    Can  you  sell  your 
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crop  for  $[,ooo  because  yout  farm  is  worth  $?o,ooo,  or  tsj 
your  farm  worth  $30,000  because  you  can  sell  the  annual  I 
crop  for  $1 ,000?  The  order  of  thought  must  be  the  reverse 
of  that  assumed  by  the  productivity  theorist.  The  farm 
produces  crops,  but  the  capital  value  of  the  farm  does  not 
detcmiinc  the  price  of  the  crop;  it  is  the  price  of  the  crop 
that  determines  the  capital  value  of  the  farm. 

Assume  now  that  because  of  the  discovery  of  a  new  pmcr 
ess  the  annual  crop  of  the  farm  is  increased  from  $3,500  to 
$5,000.  Docs  it  follow  that  the  rate  of  interest  is  doubled, 
that  it  has  increased  from  5  to  ro  per  cent  ?  The  answer  is, 
the  rateof  interest  has  been  neither  increased  nor  diminished. 
The  capital  value  of  the  farm,  however,  has  been  doubled. 

It  is  the  capital  value  of  the  agent  and  not  the  rate  of 
interest  which  is  affected  by  a  change  In  the  productivity^ 
of  agents.  | 

3.  Unproductive  Loans.— Furthermore,  a  vast  amount 
of  capital  is  borrowed  at  interest  for  purposes  of  consump- 
tion. This  capital  produces  nothing  other  than  immediate, 
gratification  for  the  consumer.  Should  we  assume  that 
all  entrepreneurs  owned  their  productive  agencies,  and" 
that  no  capital  is  borrowed  for  productive  enterprise,  still 
we  should  find  that  much  capital  would  be  borrowed  at 
interest  for  pure  consumptive  purposes.  Here  the  bor- 
lower's  moth'c  for  paying  interest  cannot  be  the  }icld  of 
such  capital.  The  producti\'ity  theory-  fails  both  for  loans 
to  be  used  productively  and  to  be  used  for  the  immediate 
gratification  of  desires.  J 

4.  The  Money  Fallacy. — ^The  other  fallacy,  above  men-' 
tioncd.  is  that  if  money  is  plentiful  interest  will  be  low, 
and  vice  versa.    Interest,  it  is  said,  is  but  the  price  of 
money.    As  the  price  of  potatoes  is  low  when  the  crop  is 
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abundant,  so  the  price  for  the  use  of  money  will  be  low- 
when  it  b  plentiful.  The  faulty  notion  that  the  rate  of 
interest  is  bwered  by  a  Lirge  issue  of  paper  notes  has  a 
strong  hold  on  the  public  mind. 

Why  do  men  borrow  money?  They  borrow  in  order 
that  they  may  purchase  goods — tools  of  production,  food, 
land,  clothing,  and  other.  The  farmer  borrows  money  with 
which  to  stock  his  farm.  The  mere  issue  of  money  will  not 
increase  goods.  Double  the  money  and  you  do  not  double 
the  construction  of  railways  and  machine-shops,  nor  do  you 
multiply  by  two  the  number  of  horses,  swine,  and  cattle. 

Goods  remain  the  same  while  the  money  doubles,  with 
the  result  that,  other  things  equal,  it  requires  two  dollars 
to  do  the  money-work  formerly  done  by  one.  Prices  dou- 
ble, and  the  Iwrrowcr  must  demand  $200,  whereas  he 
would  have  borrowed  $100  before  the  increase  in  the 
quantity  of  money. 

Because  prices,  other  things  being  equal,  vary  with  the 
quantity  of  money,  tlie  demand  for  money  varies  with  the 
quantity  of  it.  Other  things  the  same,  the  demand  for 
money  will  double  when  the  quantity  of  It  Is  doubled,  and 
r»cc  versa.  Interest  is  the  price  paid  for  a  money  loan, 
and,  like  any  other  price,  it  marks  the  pomt  of  equilibrium 
between  supply  and  demand. 

Professor  In-'ing  Fisher  sa>'s  that  "an  examination  of 
the  figures  for  per  capita  circulation  of  money  in  the 
United  States  for  thirty-five  years  shows  that  in  about 
half  of  the  cases,  when  money  grows  more  abundant,  in- 
terest is  higher,  and  in  half  of  the  cases  it  is  lower.  In 
other  words,  interest  changes  with  absolutely  no  relation 
to  the  quantity  of  money  in  circulation.'*^ 

■  EhucnUry  Principles  o[  Economics,  p.  3^. 
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$.  Variation  of  Bank  Interest.— The  operations  of  banks 
lead  many  to  believe  that  an  abundance  of  money  makes 
interest  low;  they  obser\'e  that  when  the  banks  have  sur- 
plus funds  they  lower  the  rale  in  order  to  attract  borrowers. 
It  is  true  that  the  banker's  prosperity  consists  in  keeping 
his  funds  active;  it  is  as  much  against  his  interest  to  have 
idle  money  as  it  is  detrimental  to  the  merchant  to  have  an  ^ 
idle  stock  of  goods.  fl 

He  is  compelled  by  law  and  custom  to  maintain  certain 
reserves.  When  his  reserves  are  far  above  rajuircmcnls, 
he  artificially  lowers  the  rate  in  order  to  put  his  idle  money 
to  work.  When  his  reserves  are  low,  he  must  protect] 
Ihtia,  and  the  way  to  do  this  Is  to  raise  the  rate  hi^ 
enough  to  (ILscourage  borrowers.  Thus  the  bank  rate  is . 
artificially  varied  with  respect  to  reserves,  and  it  is  not ' 
necessarily  in  keeping  with  the  true  rate  of  interest  pre* 
vailing  in  industry.  ^d 

When  a  considerable  portion  of  the  money  in  the  com-  ^M 
munity  flows  into  the  banks,  the  banker  will  lower  his 
rate;  but  when  a  relatively  larger  share  goe.s  Into  the  tills 
and  pockets  of  the  people,  the  bank  will  raise  its  rate.        ^^ 

6.  Gross  Interest  and  Net  Interest.— It  Ls  ad\'i&ablc  to^| 
keep  in  min<l  the  distinction  between  net  or  true  interest 
and  gross  interest.  It  is  well  known  that  the  merchant 
who  si-lls  on  lime  has  many  bad  debts  and  difficulties  of 
collection  which  are  burdensome  and  costly.  His  risk  is 
covered  in  part  by  charging  a  higher  price;  the  honest  who 
punctuailj'  pay  their  debts  arc  made  to  pay  a  higher  price 
because  of  the  shortcomings  of  others.  In  the  some  man- 
ner, when  money  is  loaned  to  promote  an  uncertain  enter- 
prise or  hazardous  undertaking,  or  if  the  borrower  is 
doubtful,  the  charge  exacted  for  the  loon  will  be  raised  to 
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a  point  at  which  it  will  be  a  compensation  for  the  amount 
of  risk.  The  ordinar}'  rate  of  interest  on  safe  securities 
win  not  attract  capital  to  an  employment  known  to  Iw 
uncertain  in  its  returns,  or  exposed  to  dangerous  acddenis. 
The  manufacture  of  explosives,  shipping  projects  when 
enemy  submarines  are  threatening,  mining  operations  of 
uncertain  tj-pes,  are  compelled  to  pay  the  true  interest 
for  their  capital  and  an  additional  amount  to  cover  risk. 
Thus  gross  interest  covers  both  net  interest  and  insurance. 

Furthermore,  the  gross  interest  is  high  on  petty,  short- 
time  loans.  If  one  has  $20,000  to  loan,  he  has  little  diffi- 
culty of  bookkeeping  and  labor  if  he  places  it  out  on  a  safe 
first  mortgage  to  one  person  for  a  number  of  years.  But 
if  he  loans  to  a  thousand  or  more  persons,  in  small  sums 
for  var>'ing  periods  of  time,  he  has  much  clerical  worry 
and  extra  cost.  To  cover  this  cost  he  must  require  a  rale 
higher  than  that  prevailing  on  safe  long-time  loans.  Gross 
interest  then  covers  three  payments— net  interest,  insur- 
ance for  risk,  and  cost  of  doing  business. 

7.  Time-Discount.  -In  order  to  set  a  number  of  princi- 
ples in  their  true  relationship,  the  example  of  the  evalua- 
tion of  a  farm  may  be  given.  The  order  of  thought  runs: 
Farm  "-*  crop  (usance)  ■-*■  value  of  crops  (value  of  usance) 
•-♦  rents  •■-»  time-<Uscount  ^-*  present  capital  value  of  the 
farm. 

The  farm  and  crops  form  the  physical  basis  for  the  value 
problem.  Then  arises  the  rent  problem,  which  is  con- 
cerned with  the  valuation  of  usiuices  as  they  arise,  and  the 
payment  of  rent  by  one  person  to  another  for  the  tem- 
porary uses  of  the  productive  agent.  Following  and 
closely  akin  to  the  rent  proljlcm  romrs  the  principle  of 
lime-discount,  which  has  to  do  with  Ending  the  present 
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worth  of  a  series  of  future  rents  or  usance  values.  Tbt 
present  moneLirj"  worth  of  the  sum  of  the  future  reoU  of 
an  agent  is,  of  course,  the  capitalized  value  of  the  agent 

It  is  clear  that  agents  are  valuable  because  they  produce 
a  valuable  yield,  but  if  the  capital  value  of  an  agent  is 
determined  by  its  future  yields,  how  shall  wc  account  for 
the  limited  capital  value  of  a  durable  agent  P 

Let  us  consider  an  acre  of  land  whose  net  annual  yifH 
b  $io.  So  far  as  we  know,  it  will  continue  this  yidd 
through  time.  Why  ts  it  not  worth  oo,  an  incalculable 
sum?  Why  docs  Jt  have  a  limited  capital  value  of  Swo? 
Time-discount  is  the  ans^'er.  Were  there  no  time^b- 
count,  there  would  be  no  limit  to  its  capital  value.  Why 
will  the  borrower  exchange  $io6  a  year  hence  for  the  pos- 
session of  $100  now?  Time-discount.  Time-discount  is 
involved  in  the  valuation  of  every  agent  which  lasts  be- 
yond the  present. 

In  the  capitalization  of  any  durable  agent  three  idos 
must  be  kept  in  mind;  the  value  of  the  usance  ()-icId),  Ibt 
distribution  of  usances  (yields)  through  time,  and  ime- 
discount. 

8.  niustratioa. 
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Fiouas  No.  1 

Let  (^y  represent  a  producti%'e  agent,  and  the  I«ngtl> 
the  lines  to  the  right  will  represent  the  present  worth  o(  o\ 
succeeding  annual  incomes.    It  will  be  obsen-ed  that  ««j 
income  when  it  arisen  is  word)  S50,  but  that  the 
value  of  each  grows  less  and  lew  as  it  is 
and  farther  through  time.    The  total 
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Knes,  rcjwcscnling  as  they  do  the  present  worth  of  each  suc- 
cessive income,  is  equal  to  the  present  worth  of  the  agent.' 

g.  Time-Discount  la  CapiUUzatloo. — Capitalisation  Is 
ihe  process  of  determining  the  present  money  worth 
of  durable  sources  of  valuable  incomes.  Time-discount 
neither  prcccilvs  nor  follows  this  process;  it  is  itself  the 
essence  of  the  process. 

High  time-discount  means  a  low  capitalication,  and 
vUe  versa.  This  must  be  so,  for  the  present  capital  value 
is  but  the  summation  of  the  present  worth  of  all  the  antici- 
pated incomes.  If  one  highly  discounts  a  future  income. 
Its  present  worth  must  be  small,  and  the  total  present 
worth  of  alt  incomes  must  be  knv  when  all  are  highly  dis- 
counted. 

Time-discount  enables  us  to  compare  the  value  of  pres- 
ent consumable  goods  with  that  of  future  goods;  it  gives 
the  basis  for  exchanging  present  ripe  goods  for  the  durable 
agents  of  production.  Exchange  or  trade  is  based  upon 
the  present  worth  of  goods.  The  economic  world  centres 
in  the  present.  Present  ripe  goods  and  sciricts  may  be 
compared  and  cxchangal  against  each  other  without  time- 
discount,  but  every  \'aluation  and  exchange  involving  dura- 
ble or  Future  goods  would  be  imjiossible  without  time-dis- 
count. 

In  the  language  of  Professor  Fetter,  "Whenever  two 

'  To  gin;  A  {omulB:  Suppose  a  mit-bcam  ylcM  cqukl  uuiiul  iniLak  (a) 
in  pcfpetuity,  and  ihe  rUc  of  Umc^lUcuunt,  r.  then  llic  value  of  the  agtnt, 
or  iu  prcsait  worth,  P,  mixhi  be  expressed  by  the  gcotneirical  iniinilc  serin: 


■  +  etc  to  00 


cc's  Prindplet  of  E«onomks.     id.  cd.,  1910,  p.  jW. 
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and  Interest. — la  keeping  with  com-  ,. 
est  is  here  defined  as  a  payment  forfl 
c  in  terms  of  money.    Interest  is  ex-  ^^ 


non-s>*nchronous  gratifications,  rents  or  series  of  rents,  are 
exchanged,  they  must  be  discounted  to  their  present  worth 
to  be  made  comparable."  ' 

ID.  CapitalizatioD  and  Interest — In  keeping  with  com- 
mercial usage  interest 
contract  loans  made  in  terms  ol  money. 
pressc<I  as  a  per  tent;  It  expresses  the  exchange  ratio  o( 
the  present  capital  value  of  an  agent  to  that  of  an  annual  H 
yield  of  that  agent.    If  $ioo  now  Is  exchanged  or  loaned  " 
for  $105  to  he  paid  a  year  hence,  we  say  that  the  interest 
is  s/ioo,  or  5  per  cent.    Thus  interest  is  but  a  percenlual 
expression  of  the  time-discount  <»i  money  loan&  fl 

Men  borrow  money  in  order  to  invest  it  in  other  things. 
Because  money  is  readily  exdiangeable  for  other  goods,  it 
follows  that  the  same  time-discount  involved  in  the  capi- 
talization of  goods  also  prevails  in  money  loans. 

II.  Adjustment  of  Interest  to  Capitalization. — We  hivt 
made  dear  that  the  price  of  durable  goods  involves  some 
rate  of  time-discount.     Business  men  borrow  and  pay  in-  ^| 
terest  for  money  with  which  to  buy  these  durable  goods. 
The  contract  interest  or  price  paid  for  the  use  of  this 
money  will  approximate  the  rate  of  time-discount  which 
determines  the  price  of  durable  goods.    Were  interest  on 
money   lower  than  the  rate  of  time-discount  at  wludi 
goods  are  priced,  all  would   be  borrowers  and  IcDdcn 
would  disappear.     Certainly  all  would  borrow  money  at 
a  low  interest  to  invest  in  durable  goods  jielding  a  hfehcr 
rate  of  return.    Lenders  would  disappear,  for  would  one 
loan  money  at  3  per  cent  which  he  could  Invest  at  3  pci 
cent? 

What,  on  the  contrary,  would  result  were  interest  aa 
■  AnKfknH  Ec«it«mic  Saiea,  ld4icb,  1914.  p-  M> 
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money  higher  than  the  rate  of  Lime-discount  on  the  future 
returns  of  durable  goods?  The  result  would  be  that  none 
would  desire  to  Ixirrow.  What  motive  would  there  be  for 
borrowing  at  lo  per  cent  to  invest  at  4  per  cent?  Men 
will  cease  to  borrow  the  moment  that  interest  on  money 
ntceeds  the  rate  of  time-discount  involved  in  the  capitaliza- 
tion of  goods.  Precisely  the  same  cause  that  would  drive 
borrowers  from  the  market  would  multiply  lenders  in  the 
market.  The  moment  interest  on  money  attains  a  higher 
rate  than  investments  wiU  yield,  leaders  arc  multiplied 
and  borrowers  arc  absent. 

The  demand  for  money  and  the  su^^ly  of  it  reach  an 
equilibrium  which  conforms  in  the  long  run  to  the  rate  of 
time-discount  in  the  capitalization  of  durable  goods.  Ex- 
pressed  differently,  the  interest  or  price  paid  for  the 
present  use  of  money  conforms  to  the  price  of  durable 
agents. 

i».  The  Present  Worth  of  a  Bond.— The  purchase  of  a 
government  or  corporation  bond  may,  with  accuracy,  be 
spoken  of  cither  as  an  "investment,"  or  as  a  "money  loan." 
The  price  of  the  bond  is  the  discounted  future  pa>'mcnts^ 
principal  and  interest — spccilicd  on  the  face  of  the  bond. 
Consider  a  $1,000  "5  per  cent"  ten-year  bond.  Tliis  bond 
is  an  obligation  on  the  part  of  the  issuer  to  pay  $50  a  year 
for  ten  years,  and  to  return  the  $1,000  at  the  end  of  the 
loan  period.  ^^^Iat  is  the  selling  price  of  the  bond?  The 
solution  consists  in  finding  the  total  present  worth  of  each 
^50  payment  and  that  of  the  principal  due  ten  years  hence. 
-Assume  that  the  time-discount  as  expressed  in  the  rate  of 
'est  is  5  per  cent.  The  first  $50  payment  due  one 
:e  has  a  present  value  of  $47.63,  or  $50  -^  1.05. 
''due  of  the  seomd  payment  is  $50  -f-  (1.05^, 
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or  $45.35;  ^^  present  vaJue  of  the  third  is  $50  +  fi.os)*. 
or  $43.19,  and  so  oa  to  the  tenth,  whose  present  worth  is 
$50  -^  (rosV",  or  $30.69.  The  present  value  of  the  prind- 
pal  is  $1 ,000  -i-  (1 .05)'*,  or  $613.94.  Adding  these,  we  find 
$47.62  +  $45.35  +  $43'9  +  $4^-14  +  $3917  +  $37-3» 
+  $35-53  +  $33-84  +  $33.33  +  $30.69  +  $613.94  equals 
$r,ooo. 

13.  Mooey  Loans  Analogous  to  Investnients. — ^As  the 
monc)'  paid  for  a  bond  may  Ik  con^odcnx)  cither  as  a  lou 
or  as  an  investment,  sti  the  money  paid  for  shares  of  stoci 
or  for  land  or  buitrlings  may,  by  analogy,  Ix:  regarded  in 
the  same  way.  Assuming  a  discount  rate  of  5  per  cent,  a 
farm  from  -which  h  expected  a  net  annual  yield  of  $3,oc» 
will  he  worth  $40,000.  The  purchaser  makes  5  per  cent 
his  money,  as  he  woulrl  I»y  loaning  hL-^  money  or  by  pu, 
chastng  a  bond.  So  closely  akin  is  time-dl-scount  in 
capitalization  of  goodfi  to  the  interest  on  money  that  man; 
writers  call  thera  both  interest. 

14.  The  Interest  Rate  Reflects  Time-Discount.— ^^^ile 
these  concepts  are  closely  related,  they  are  not  to  be  con- 
fused. The  rate  of  interest  is  a  mere  arithmetical  expres- 
sion of  the  more  subtle  concept  of  time-discount,  or  differ- 
ence in  the  value  of  like  gocKl*  at  difTerent  times. 

The  rate  of  interest  is  .«.trictly  a  monetary  concept,  and 
lentling  money  at  interest  is  of  comparatively  recent  origin. 
Long  before  men  began  to  puzzle  over  interest  on  money 
they  were  valuing  deferred  incomes  and  durable  goods. 
Men  were  putting  a  present  worth  upon  more  or  less  dur»- 
blc  sources  of  income,  and  carr>-ing  on  trade  in  iheae  long 
before  there  was  a  money  economy  to  furnish  an  arillimetk 
interest  rate.  But  could  they  put  a.  present  valuation 
upon  durable  goods  or  future  incomes  apart  from  timi 
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dls(T>unt  ?  Thi.s  is  unthinkable,  for  without  (ILscount  there 
would  be  no  limit  to  the  value  of  durable  goods. 

Could  man  place  a  present  aipital  value  on  durable 
sources  of  income  apart  from  a  rale  of  interest?'  I 
answer  in  the  aflirniative,  and  offer  as  proof  the  fact  that 
this  was  ilone  prior  to  the  money  economy,  and  is  still 
done  in  countless  instances. 

Ute  rate  of  interest  do  more  accounts  for  the  value  ratio 
between  durable  agents  and  their  annual  yield  than  a  yard- 
stick accounts  for  length. 

15.  Fallacy  of  Invorsion.— There  arc  authors  who  sec 
dearly  that  interest  as  a  value  problem  has  to  do  with 
the  discounting  of  values  through  time.  They  clearly  dis- 
tinguish interest  as  a  time-price  from  rent  as  a  product-price 
problem.  They  see  that  the  essence  of  interest  is  time, 
while  that  of  rent  is  productivity.  HTiat  they  do  not  see 
is  that  both  historically  and  logically  the  capitalization  of 
productive  or  acquisitive  agents  roust  be  given  priority 
above  interest 

Noteworthy  economists  not  infrequently  fall  into  this 
fallacy  of  inversion.  To  state  the  fallacy  in  the  form  of  a 
question  and  answer:  How  determine  the  rate  of  intercut 
yielded  by  a  capiul  agent?  This  question,  according  to 
the  fallacious  reply,  cannot  be  answered  without  a  knowl- 
edge of  the  value  of  the  agent;  and  the  value  of  the  agent 
canDOt  be  obtained  without  assuming  a  rate  of  interest 
and  using  it  in  discounting  the  income  which  the  agent 
yields.  Note  that  the  answer  to  the  question  is  assumed, 
Dot  accounted  for.  To  assume  a  rate  ready-made  neitJicr 
gives  a  theory  nor  accounts  for  anything.  There  is  no 
more  reason  for  as.sumiiig  the  rate  of  interest  than  for 
'  See  DavYoporl'i  Eoonomk:!  ut  I'^nleiprae,  pp.  331-Jji. 
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assuming  prices  in  general.  In  fact,  the  above  does  assume 
prices,  for  it  is  by  means  of  the  assumed  interest  rate  that 
prices  are  found.  To  assume  the  interest  rate  Is  tolMf 
the  whole  question  and  account  for  nothing. 

i6.  Interest  Involved  in  Simple  Exchanges. — Tlie  bus- 
ness  man  notes  the  doings  of  Wall  Street,  or  scans  his 
morning  paper  to  End  the  interest  rate  ready-made  for  him. 
To  explain  interest  or  determine  why  the  rate  is  this  or 
that  is  not  Ms  task.  A  more  difficult  task  confronts  the 
economist;  he  can  neither  assume  the  rate  nor  borrow  itj 
from  the  market;  he  must  account  for  and  explain  it. 

His  starting-point  is  found  in  the  present  price  of  durable^ 
goods  or  deferred  incomes.  He  has  the  data  for  determin- 
ing interest  in  simple  exchanges  on  the  market.  Before 
there  can  be  exchange,  goods  must  be  discounted  to  tbetr 
present  worth  in  order  that  their  values  may  be  com- 
pared. The  ratio  between  the  exchange  value  of  a  good 
and  a  deferred  yield  of  that  good  shows  the  rate  of  tim^, 
discount,  and  tlib  rate  govcras  the  interest  that  will 
paid  for  a  money  loan.  If  Crusoe  on  the  lonely  isl 
meets  in  trade  a  wandering  adventurer,  some  rate  of  time-" 
discount  marks  their  transactions,  and  this  gives  suBident 
data,  for  the  simple  arithmetical  calculation  of  a  rate  of 
interest. 

17.  Preference  for  Present  Possession. — Possession, 
our  exchange  economy,  gives  one  control  over  whateve 
goods  or  ser\ices  he  would  acquire;  it  puts  at  his  dtsposaf 
incomes  either  present  or  future.  The  motive  for  dis- 
counting incomes  is  not  based  wholly  upon  "impatience 
for  present  enjoyable  goods,"  for  time-discount  prevails  in 
the  capitalizatlun  of  good:^  where  there  ts  no  thought  of 
cottsuming  Incomes  by  the  penon  who  does  the 
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ing.  It  is  the  value  of  incomes  which  is  discoiinted — what 
the  person  who  discounts  incomes  proposes  to  do  with 
them  is  another  question.  He  may  consume  them  now  or 
later,  may  enjoy  them  himself,  or  ^ve  them  to  another, 
may  reinvest  them  or  leave  them  for  heirs.  Regardless 
of  the  disposal  he  would  make  of  the  incomes,  he  discounts 
their  value  through  time  and  this  is  the  significant  tMng 
in  the  Interest  problem. 

Possession  or  ownership  gives  one  the  disposal  of  in- 
comes for  consumption  or  other  iiurposcs.  Apart  from 
possesion,  one  would  have  no  value  and  no  occasion  for 
discounting  value  through  time.  Possession  in  some  form, 
either  present  or  future,  is  a  condition  which  is  presup- 
posed in  the  discount  market.  Without  possession  there 
would  be  no  investments,  no  capitalization,  no  exchang- 
ing, no  borrowing  at  interest.  It  is  the  time  aspect  in  the 
value  of  our  possessions  that  causes  us  to  pay  more  for  the 
present  possession  of  Sioo  at  hand  than  for  the  present 
possession  of  the  right  to  collect  Sioo  a  year  hence. 

Apart  from  possession  there  would  be  no  need  for  such 
a  word  as  capita!,  and  without  capital  no  need  for  such 
a  word  as  interest.  Why  Ls  not  man  himself  capital? 
Capital  is  a  possession  aiu!  man  is  not  possessed.  H« 
never  gets  capitalized,  although  he  is  productive,  and  this 
simply  because  he  is  not  a  private  posses.<uon.  Enslave 
him,  however,  then  posses.sion  arises  and  with  It  capitaliza- 
tion, capital,  and  interest. 

The  motive  back  of  possession  is  to  secure  the  (Usposal 
of  valuable  incomes;  it  is  a  part  of  human  nature  to  desire 
this  disposal  now  rather  than  at  a  distant  future  time;  this 
preference  for  the  present  over  the  future  disposal  of  in- 
comes is  itself  tlme-dbcount. 
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i8.  Apparent  EzcepUons. — An  apparent  excepttoa  to 
the  desire  for  present  over  future  possesKioo  is  found  in 
the  use  of  goods  in  their  proper  scationii;  coal  in  winter, 
straw  hats  and  ice  in  summer.  If  it  is  July,  one  prefas 
coal  in  January  rather  than  at  the  present.  But  It  U  value 
referred  to  in  time-discount  rather  than  the  physical  thmg. 
Translate  a  ton  of  coal  into  $io  in  money,  and  you  will  ^ 
fmd  that  Sio  in  hand  is  worth  approximately  Sio.jo  mH 
months  from  now.  To  the  average  householder  the  coal 
has  no  vjilue  for  present  purposes;  its  present  value  h  its 
future  value  discounted.  Seasonal  goods  arc  made  com- 
parahte  and  subject  to  commercial  transactions  only  when 
translated  into  value. 

Other  apparent  exceptions  arise  from  the  fact  that  man 
naturally  prefers  possession  or  disposal  of  present  incon)» 
to  that  of  deferred  incomes.    For  instance,  people  buy 
life  insurance  with  the  full  knowledge  that  no  income  will 
accrue  until  after  death.    They  have  the  disposal  of  the  j 
income  when  they  choose  the  beneficiary,  otherwise  noA 
insurance  would  be  written.     But  the  puzzle  is  this:  How  ^ 
does  the  present  outlay  of  money  for  incomes  after  death 
show  a  natural  dispo^tion  in  men  to  prefer  disposal  of 
presoit  over  future  value  incomes?    Translate  the  future 
income  and  the  present  outlay  into  value,  and  the  pre- 
miums now  paid  will  be  less  tlian  the  final  income.    Time- 
discount  means  but  one  thing — preference  for  present  over 
future  value  income. 

19.  The  Consumption  Idea.— It  has  been  shown  that 
time-discount  is  not  limited  to  cnjo>'able  income  for  con- 
sumption. Distinction  must  be  made  between  time^lui- 
count  and  the  raodvcs  for  such  discount.  Coosumptioo 
Is  but  one  anv  -Kiiivcs;  the  tenn  possesion 
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covers  tbem  all.  Possession  U  one's  best  economic  friend, 
(or  it  gives  him  power  and  prestige  among  his  fellows, 
shields  him  from  personal  want,  provides  him  the  happy 
sense  of  security  unknown  to  those  who  walk  the  street  in 
search  of  a  job;  finally,  it  gives  him  such  disposal  as  he 
wills  over  income. 

Docs  impatience  for  present  consumption  motivate  one 
to  borrow  money  at  interest  with  which  to  pay  for  insur- 
ance collectible  after  de-ath?  Do  not  large  capitalists 
emphasize  the  building  of  fortunes  rather  than  consump- 
tion? They  invest  in  railroads,  works  of  construction, 
corporations,  and  durable  sources  of  income.  Old  men 
invest  in  unimproved  lands  with  little  hope  of  ever  enjoy- 
ing consumable  returns  from  them.  Should  returns  ma- 
ture while  they  live,  the  chances  are  they  will  be  reinvested 
in  durable  goods;  in  this  manner  consumption  will  be 
postponed. 

We  must  be  mindful  that  the  handling  of  large  volumes 
<rf  capital,  together  with  the  bulk  of  Important  monetary 
transactions,  appertains  to  the  large  corporations  and 
industrial  enterprises  whose  incomes  are  deferred.  Here 
capital  is  handled  on  such  a  scale  as  to  far  exceed  all  other 
monetary'  transactions  which  af!ect  the  Interest  rate. 

In  every  such  transaction  there  is,  an^I  must  he,  in- 
volved a  rate  of  lime-discount,  othenfti'sc  there  wouki  be 
no  means  of  capitalizing  as  a  basis  of  the  necessary  ex- 
changes and  investments.  The  things  discounted  are  the 
future  value  incomes  from  these  capital  agentt.  Are  they 
discountetl  for  purpoites  of  ready  consumption  ?  Is  ihe  idea 
of  ready  consumption  a  prerequisite  of  discount?  By  no 
means. 

The  millionaire  who  could  not  consume  his  possessions 
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in  a  lifetime  invests  for  an  additional  million  with  as  mudi 
ardor  as  he  did  for  his  first  dollar,  and  in  ever>'  sudi 
investment  he  discounts  future  incomes  just  as  truly  u 
the  hungry'  tramp  gives  higher  appraisal  to  a  present^ 
ncr  than  he  does  to  a  distant  one. 

Present  possession  tends  to  guarantee  or  undenmte 
one's  future  as  well  as  his  present.  Wealth  in  hand  mij- 
ser\'e  present  needs  or  provide  means  for  future  support. 
Man  lives  according  to  a  plan,  31  devised  perhaps,  none 
the  less  a  plan.  Possession  enables  him  to  look  to  the 
future  with  con6dence.  At  the  baas  of  his  plan  of  life 
must  be  disposal  of  income.  This  disposal  of  vahie  in- 
comes he  prefers  now  rather  than  later,  and  the  extent  of 
this  preference  is  his  time-discount. 

The  theorj'  of  interest  is  an  answer  to  this  question: 
What  premium  will  i)eoplc  pay  for  the  possession  of  a 
present  income  stated  in  terms  of  money  as  compared 
with  an  equivalent  income  in  terms  of  money  at  a  future 
time?  The  answer  requires  an  analysis  of  time-discount, 
and  time-discount  is  based  upon  the  motive  of  posses- 
sion. 

30.  Reasons  for  Differences  in  Time-Discount  among 
Persons. — Differences  In  the  psychology  of  persons  as  well 
as  differences  in  incomes  explain  the  various  degrees  of 
time-discount  among  persons. 

Differences  in  the  psychology  of  persons:  Ematums  kin- 
dle thought  and  inspire  intellectual  action.  They  bum 
the  objects  of  our  desires  indelibly  into  consciousness,  and 
thus  at  times  vitiate  balanced  judgment  by  giving  undue 
weight  to  some  things  over  others.  When  it  is  a  matter  of 
present  self-interest,  emotion  turns  the  magnifying  end  of 
the  telescope  to  our  intellectual  eye,  it  turns  the 
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ing  end  when  our  future  interest  is  concerned.  The  etno- 
tionai  medium  deflects  our  thought  as  water  deflects  the 
sunbeam.  Emotions  arc  nut  compelled,  not  felt  because 
they  should  be,  but  felt  when  there  is  impressive  cause. 
The  more  concrete  the  cause,  the  more  intense  is  the  emo- 
tion. One  scandalous  instance  of  a  brutal  dnmkard  whip- 
ping his  wife  will  win  votes  for  prohibition,  whereas  cool 
interest  attends  the  writings  of  the  economists  on  the 
inefficiency  of  labor  occasioned  by  the  rum  habit.  Let 
orators  rave  and  gesticulate  wildly  on  abstract  charity, 
but  the  effect  is  not  comparable  to  that  of  the  helpless 
widow  and  child  dying  of  hunger  in  a  miserable  tenement. 
Vividly  felt  examples  are  to  thought  what  fuel  is  to  fire, 
and  these  examples  are  in  the  living  present  rather  than  in 
the  unfclt  future.  We  wince  with  a  shriek  from  present 
contact  with  a  hot  stove,  and  are  little  moved  by  the 
thought  of  future  pain.  Such  are  emotions  that  present 
hunger,  cold,  and  need,  that  present  emergencies  and  plea- 
sures stand  as  convincing  witnesses  before  the  bar  of  judg- 
ment; they  moke  a  stronger  case  than  is  possible  for  the 
absent  feelings  of  the  future.  The  weight  of  approval 
favors  the  disposal  of  incomes  for  present  rather  than  for 
future  needs.  The  nature  of  our  emotions  predisposes 
the  mind  to  time-discount.* 

Education  tends  to  dispel  short-sighted  emotions.  It  is 
forward-looking  and  constructive,  and  as  such  it  oftentimes 
sacrifices  the  present  to  the  future  by  using  present  pos- 
sesion and  effort  as  a  source  of  future  income.  The  boy 
who  patiently  strives  for  higher  education  is  converting 
present  toil  into  future  reward.  Thrift  and  education  go 
hand  in  hand.    Waste  and  indulgence  characterize  the 

>  Sec  Hallcck'k  I'syiholuEy,  chap.  X. 
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ignorant  who  are  de\'C^  of  foresight.  This  is  shown  ia 
their  scanty  sowings  for  the  future,  in  their  high  time- 
discount  and  rate  of  interest 

Love  oj  poilerity  is  one  of  the  greatest  incentives  to 
thxift.  It  inspires  one  both  to  produce  and  to  save  for 
the  welfare  of  bis  children.  This  means,  of  course,  a  hlg^ 
estimate  on  future  incomes  or  a  low  tlmeKliscount.  It  is 
thought  that  the  disposition  to  provide  posterity  is  the 
greatest  single  influence  in  holding  down  the  rate  of  ia* 
terest.  A  severe  inheritance  tax  or  other  threat  to  the 
sure  delivery  of  one's  saving  to  his  children  would  be  a 
most  deadening  influence  on  tiirift  and  a  direct  cause  of 
increasing  the  rate  of  discount. 

S^j-cotUrol  is  in  part  a  matter  of  habit  and  in  part  i 
trait  of  character.  The  habitual  drunkard  loses  the  bal»t 
of  thrift  when  enslaved  to  a  base  appetite,  and  would 
mortgage  his  future  promise  for  the  temporary  gratifica- 
tion of  the  spree.  The  sons  of  foolish  rich  men  aie  per- 
mitted  to  accustom  themselves  to  expensive  luxurin. 
They  are  ignorant  of  the  enforced  frugality  which  is  im- 
posed upon  sons,  rich  or  poor,  who  are  wisely  forced  to 
save  and  to  learn  the  value  of  income  through  the  toil  of 
earning  it.  Spending  is  a  habit  easy  to  acquire,  and  when 
acquired  there  is  tittle  di:>posilion  to  save.  There  can  be 
little  provision  for  future  welfare  when  the  nund  is  disposed 
to  spendthrift  habits.  High  time-discount  prcvaOs  when 
appetites  and  customs  arc  formed  contrary  to  the  principle 
of  thrift.  Again,  traits  of  character,  such  as  a  feeble  will 
or  pes^mistic  turn  of  mind,  affect  time-discount.  With- 
out wiU*power  one  will  hardly  deny  his  present  emotions 
to  save  for  the  future;  in  other  words,  he  will  have  a  high 
time-discount. 
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The  pessimEst  may  regard  the  future  from  two  points 
of  view;  first,  in  his  dyspepsia  or  cough  he  may  find  direful 
forebodings  looking  to  a  termination  of  life.  "What's  the 
use"  to  save  for  a  future  after  death?  He  will  consume 
rather  than  save.  "Soul,  thou  hast  much  goodii  laid  up 
for  many  years,  take  thine  ease,  e&t.  drink,  and  be  merry"; 
to-morrow  you  may  die.  Expectation  of  a  short  life  vrill 
cause  a  high  time-discount.  Secondly,  the  pessimist  may 
look  (or  the  worst  in  the  form  of  a  long  life  full  of  want, 
worry,  and  woe.  In  preparation,  he  will  deny  his  present 
wants  in  order  to  proWdc  for  his  future  needs.  The  felt 
necessity  of  providing  for  the  future  means  a  tow  time* 
discount. 

Differemes  in  the  ttuomes  of  persons :  Incomes  differ  in 
their  distribution  through  time;  they  also  differ  in  size, 
and  they  are  not  equally  certain  of  arriving. 

Regarding  the  dirtrihutUm  of  incomfs  Ihnmgh  time:  (a) 
For  a  period  there  may  be  no  Incomes,  then  they  begin 
and  grow  larger.  If  one  goes  into  the  dry-goods  business 
in  a  stable  New  England  city,  he  will  at  first  undergo  the 
cost  of  securing  a  site,  building,  stock  of  goods,  and  mer- 
cantile equipment.  Then  follows  a  period  of  building  a 
business,  of  studying  the  market,  advertising,  and  court- 
ing good-will.  Next  comes  a  period  of  business  growth 
and  prosperity.  Finally,  when  the  business  has  grown 
to  the  extent  of  the  market,  it  has  reached  a  stage  of 
returns  more  or  less  constant.  From  first  to  last  the  in- 
come cur\'e  would  look  somewhat  as  shown  in  figure  on 
next  page. 

This  curve  represent*!  incomes  deferretl,  and  at  the  be- 
ginning of  thus  period  one  will  huvc  ordinarily  n  high  time- 
discount.    Why?    Financial  burdens  are  pressing,  while 
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incomes  yeam  hence  are  promlang.  If  by  cUscoimtlng 
Rome  of  these  future  incomes  he  could  secure  means  to 
meet  his  prest>nt  burdens,  he  would  surely  discount,  lad 
that,  too,  at  a  high  rale. 
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(6)  Some  incomes,  as  the  remuneration  for  professional'* 
services,  start  at  a  small  figure  and  grow  step  by  step  to 
large  returns.  For  the  reason  just  given,  lime*discount 
vould  be  high  in  the  earlier  stages  of  the  course  of  in- 
comes. 

(c)  Certain  incomes  tend  from  the  bcgiiming  to  be  more 
or  less  constant.  Incomes  of  this  type  are  found  amcmg 
those  who  own  improved  real  estate,  stable  businesses,  ajxl 
among  passive  capitalists  who  loan  on  long-time  contracts. 
The  owner  of  a  constant  income,  other  things  being  equafjfl 
is  likely  to  have  a  normal  time-discount. 

(d)  The  mining  business  t>'pifies  a  course  of  income  that 
is  large  in  its  early  stages,  but  which  diminishes  as  Ume 
advances.  Growing  costs  accompany  the  driving  of  en- 
tries farther  and  farther  from  the  mouth  of  the  mine. 
Some  of  the  best-known  mines  in  this  country  have 
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abandoned,  not  because  the  coal  is  exhausted,  but  because 
the  increa^g  cost  of  securing  it  has  come  to  equal  the 
price  of  the  coal.  After  the  initial  cost  of  opening  the 
mine,  a  curve  representing  the  course  of  incomes  will 
ft  appear  as  follows; 
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(e)  The  size  of  income  has  Its  bearing  on  time-discount. 
The  poor — those  whose  incomes  are  small — ^tend  to  have 
a  high  time-preference.  The  sting  of  poverty  arouses  the 
emotions  in  behalf  of  present  self- interests.  Present  hun- 
ger is  more  appealing  tban  a  sound  argument  for  a  good 
breakfast  next  year.  The  poor  man  knows  that  he  should 
save,  that  he  cannot  have  his  cake  and  eat  it,  too,  but  his 
present  need  makes  the  stronger  appeal,  for  how  could  he 
have  a  future  unless  he  maintains  the  present? 

(f)  The  xmccrtainty  of  income  affects  time-discount  If 
one  contemplates  a  short  life  because  of  iU-hcalth,  or  pessi- 
mism, or  a  hazardous  occupation,  he  will  have,  as  we  have 
seen,  a  high  time-discount.  If  he  lives  under  an  unstable 
government  or  where  outlaws  as  Villa  abound,  or  if  a  dan- 
gerous military  power  seeking  conquest  threatens  invasion, 
the  effect  will  be  that  of  high  time-discount.  During  the 
Civil  War  many  who  were  in  the  territory  of  Sherman's 
march  to  the  sea  abandoned  all  idea  of  sax-ing;  they  burned 
their  houses  and  destroyed  their  property  rather  than  risk 
its  capture  by  the  foe.    Tune-discount  is  high  where  there 
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is  risk  of  securing  income.  Loans  to  a  questionable  char- 
acter are  always  at  a  high  rate.  On  the  contrary,  if  one 
has  a  good  present  Income,  and  if  there  are  chances  of  his 
losing  it  in  the  future,  his  time-discount  will  be  low,  for  he 
will  wish  to  save  a  portion  of  his  present  means  as  a  pro- 
vision agunst  a  possible  "rainy  day." 

The  JoUowing  chapter  is  a  cotUinualion  of  the  same  subjai. 
The  exercises  will  follow  the  completion  of  the  discussion. 


CHAPTER  XXIII 


INTEREST,  FURTHER  CONSIDERED 

1.  nHeiTniaingknteonnlCKtI.  i.  Borrewcra.  j.  Adju^lmcnts  in  the 
invkel.  4.  Tbc  tuppl)-  udc  of  tbe  money  nuirkel.  5.  Tbc  order  of 
thought:  ProducUoD  naA  diKOunL  6.  Qucationa  uid  aoswcn  involving  tlic 
ktttsoiag  i>rindplc3.    j.  Exicicbca. 

I.  Determiaing  a  Rate  of  Interest — In  a  previous  chap- 
ter wc  saw  how,  through  the  operations  of  supply  and  de- 
mand, a  common  market  price  is  establislicd  among  indi- 
viduals with  different  valuations  in  mind.  We  find  a 
common  rate  of  interest  or  market  price  on  money  loans 
in  a  similar  manner.  Time-discount  is  an  individual  mat- 
ter varying  from  person  to  person,  but  the  market  rate  of 
interest,  like  the  market  price  of  corn,  h  the  same  for  each 
and  all. 

I  shall  not  take  space  to  repeat  the  process  of  finding 
the  market  price,  or  equating-point  between  supply  and 
demand,  where  there  arc  numerous  buyers  and  sellers.  A 
simple  illustration  will  suffice. 

Let  us  imagine  the  case  of  a  professional  man  who  ts 
fifty-five  j'cars  of  age.  He  now  has  abundant  savings  and 
a  large  income,  but  he  looks  forward  to  the  not-distant 
future  when  his  income  will  diminish  below  what  his 
needs  require.  His  foresight  and  mature  judgment  enable 
him  to  paint  mentally  a  \ivid  picture  of  his  future  circum- 
stances, and  teach  him  the  necessity  of  skimping  now  that 
he  may  have  larger  funds  at  hh  future  disposal.    Will  he 

be  a  q>cnd  thrift  now  and  highly  discount  bis  future  in- 
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comes  for  bis  present  disposal?  Precisely  the  coatrair, 
for  he  win  wish  to  take  from  his  present  abundance  ind 
add  to  his  future  funds  for  the  coming  need.  How  nuv 
he  do  this?  This  may  be  accomplished  by  loaning,  for 
the  amount  now  loaned  is  subtracted  from  his  present  pos- 
sessions and  when  future  pa}'ment  is  made  the  prindpsl 
plus  interest  will  then  be  addcil  to  his  possessions.  As- 
sume that  his  limc-discount  is  so  low  that  he  would  be 
willing,  if  necessao',  to  take  i  per  cent  interest. 

On  the  other  hand,  let  us  consider  a  young  man 
equipped  with  imagination  than  judgment,  who  is 
ning  a  business  career.  He  has  limited  means  and  ht^ 
expectations  for  a  prosperous  future.  He  may  be  a  nen 
graduate  with  diploma  in  hand,  looking  forward  to  a  home 
in  the  millionaire  row,  with  everj'  amusement  at  his  com- 
mand,  and  with  learning  enough  to  confound  the  wisest 
Youth  may  indulge  in  castle-building,  for  these  are  the 
only  structures  whose  final  cost  do  not  exceed  the  original 
estimate.  But  after  revelling  for  a  time  in  these  imagina- 
tive sweets,  too  often  the  do*  bread  of  actual  toil  becomes 
exceedingly  distasteful.  The  happiest  moments  of  life  arc 
those  of  fond  anticipation;  or  as  the  Vicar  of  Wakefield 
would  say:  "It  has  been  a  thousand  times  observed,  and  I 
must  observe  it  once  more,  that  the  hours  we  pass  with 
happy  prospects  in  view  are  more  pleaung  than  those 
crowned  with  fruition.  In  the  first  case  we  cook  the  dish 
to  our  own  appetite;  in  the  latter  nature  cooks  it  for  us." 

At  any  rate,  our  young  man,  now  pressed  for  means  and 
distanced  by  hb  competitors,  would  gladly  trade  a  portion 
of  his  anticipated  bounty  for  the  present  possession  of 
funds.  He  who  would  discount  the  future  at  a  prodigious 
rate  in  behalf  of  his  present  rate  beocmics  a 
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A&sumc  that  his  time-discount  is  so  high  that  he  would  be 
willing  to  pay  lo  per  cent  if  he  had  to  do  so. 

These  two  men— the  one  a  lender  who  would  take  i  per 
cent,  and  the  other  a  borrower  who  would  pay  lo  per  cent 
— meet  and  bargain  on  a  loan.  While  ihc  lender  would 
take  I  per  cent,  he  is  an.tious  to  get  as  much  as  he  can. 
And  while  the  borrower  would  pay  as  much  as  lo  per  cent, 
he  is  anxious  to  pay  as  little  as  possible.  Perhaps  they 
haggle  and  chaffer  for  advantage;  the  borrower  may  offer 
2  per  cent  while  the  lender  offers  to  take  g  per  cent;  they 
give  and  take,  finally,  adopting  the  trader's  rule:  they  split 
the  difference  and  agree  on  5  per  cent.  The  interest  rate 
thus  determined  may  not  exactly  coincide  with  the  time- 
discount  of  any  borrower  and  lender,  regardless  of  bow 
many  there  may  be. 

3.  Borrowers.— There  are  numerous  purposes  for  bor- 
rowing money  at  interest,  but  these  may  be  divided  into 
three  classes:  to  secure  profit  from  immediate  transactions; 
to  invest  in  durable  sources  of  income;  to  secure  present 
enjoyable  goods  and  services. 

(a)  Borrtninng  lo  secure  preseni  profits  is  the  cause  of  a 
large  volume  of  money  loans.  An  unscrupulous  brewer 
found  a  purchaser  who  offered  $1,000  for  a  certain  lot. 
Knowing  that  the  real  owner  would  sell  it  for  $400,  the 
broker  wished  to  purchase  it  at  the  lower  in  order  to  sell  it 
ftt  the  higher  figure.  Finding  no  accommodation  at  his 
bank,  he  approached  a  loan  shark,  who  advanced  him  S400 
on  condition  that  he  return  S500  within  fifteen  da>'S. 
The  broker  made  the  loan,  bought  and  sold  the  lot,  paid 
the  lender  $500,  and  cleared  $500  on  the  transaction.  Was 
this  a  loan  made  at  the  equivalent  of  an  annual  rate  of 
some  600  per  cent?    Certainly  not.    From  the  standpobt 
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of  the  borrower  it  was  all  but  a  pure  case  of  an  Dl-gotten 
profit  of  $500;  il  was  as  if  be  had  surreptitiously  tiadcd 
£500  for  Si, 000.  The  $100  gross  interest  had  in  it  but  i 
small  tincture  of  real  interest. 

Much  money  is.  borrowed  for  short  periods  and  at  call 
to  purchase  goods  for  immediate  resale  at  a  profit.  Trans- 
actions on  stock  and  produce  exchanges  arc  financed  by 
such  loans.  Bank  loans  for  such  transactions  are  not  in- 
frequently at  rates  far  in  excess  of  the  true  market  rate. 
Kxam]>lcs  of  gross  interest  in  transactions  for  immediate  fl 
profit  might  be  multiplied.  ™ 

Any  one,  whether  his  time-discount  be  high  or  low,  will 
be  a  borrower  when  he  can  secure  immediate  profit.  In 
short  [X:riods,  timc-dwcount  pla>'s  but  a  minor  part;  to 
secure  profits  is  the  motive  upon  which  the  borrower  acts. 

(ft)  Borrowing  for  Purposes  of  Consumpium:  Kcoaomhu 
who  reason  that  interest  is  wholly  a  matter  of  the  discount- 
ing of  valuta  through  time  are.  in  so  far,  correct,  but  wbcD 
economists  take  the  next  step  and  base  time-discount  upon 
the  impatience   for  present  consumption,   they  commit 
gross  error.    They  reason  as  though  borrowers  were  ruled 
wholly  by  their  stomachs  and  love  for  present  ostentation. 
Economists  are  correct  in  basing  interest  on  time-discount, 
but  are  erroneous  in  limiting  time-discount  to  enjoyable 
goods  for  ready  consumption.    High  time-discount  means  J 
a  low  appraisal  upon  remote  incomes  and  the  sources  ofV 
such  incomes.    AVith  little  regard  for  the  future,  the  im- 
provident arc  wilting  to  pledge  recklessly  tfadr  future  in-^ 
come  as  security  for  money  loans  to  obtain  enjoyable" 
goods.    Moreover,  what  care  thc>-  to  offer  an  exorbitant 
interest  ?   For  the  deferred  payment  of  il  will  be  made  with 
future  incomes  which  at  present  are  lightly  appraised. 
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I  shall  now  give  as  brief  a  statement  as  possible  of  this, 
as  I  believe,  false  consumption  thcor>'.  Money  loons,  of 
course,  will  go  to  the  borrowers  offering  the  highrst  inter- 
est, and  the  highest  interest  will  be  offered  by  those  hav- 
ing the  highest  time-discount;  but,  according  to  the  theory, 
time-discount  is  limited  to  enjoyable  gowls  for  consump- 
tion, therefore  the  highest  Interest  will  bi-  offered  by  those 
who  are  at  once  most  greedy  for  present  consumption  and 
least  regardful  for  future  Incomes. 

The  reader  will  note  in  the  statement  just  given  that  no 
mention  is  made  of  borrowing  for  investment  in  business 
enterprises.  In  fact,  the  theory  assumes  that  borrowers 
are  of  a  weak-willed,  short-sighted,  spendtlirift  type. 
These  same  thinkers  tell  us  that  the  lenders  have  a  low 
time-discount,  tliat  the)*  are  the  far-^hted,  self- controlled 
men  who  save. 

(f)  Borrowing  Jot  Investment  in  Durable  Sources  of  In- 
come. There  are  two  reasons  for  not  limiting  borrowers  to 
those  who  desire  the  ready  means  of  gratification :  (a)  The 
large  majority  of  loans  are  made  for  investment  tn  enter- 
prises to  bear  future  returns;  (b)  the  spendthrift  class  who 
seek  to  borrow  for  present  enjoyable  goods  have  limited 
credit,  are  without  sufficient  means  of  securing  the  repay- 
ment of  loans  to  keep  up  the  demand  side  of  the  money 
market 

Turn  now  to  the  theory  heki  in  this  chapter,  namely, 
time-discount,  as  Umited  to  the  discounting  of  value  rather 
than  to  the  discounring  of  any  [particular  form  of  income. 
It  is  based  upon  the  desire  to  have  the  present  |josscs^n  or 
disposal  of  a  sum  of  capital.  This  disposal  may  be  made 
for  consumption,  life- insurance,  e<lucat)on,  investment,  or 
any  other  purpose.    This  is  at  once  tn  contrast  ^nth  the 
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consumption  Uicory,  for  it  admits  that  largest  of  all  bor- 
rowing classes — the  conservative  type  with  a  low  time- 
discount  who  borrow  for  durable  iDvcstmcnts. 

It  is  not  true  even  ia  a  majority  of  cases  that  borrowen 
are  those  with  high  time-discount.  Some  students  who 
read  this  may  feel  that  they  are  living  examples  of  the  faJ- 
sity  of  the  claim.  The  conservative  and  far-seeing  who 
have  a  keen  appraisal  of  their  economic  well-being  in  the 
future  have  low  time-discount,  yet  they  are  the  very  type 
of  people  who  will  undergo  present  hardships  and  malte 
interest  payments  at  high  rates  in  the  present  for  the 
means  preparatory  to  their  future  welfare. 

An  example,  perhaps  not  strictly  economic  in  all  its 
bearings,  yet  illustrative  of  the  point,  i.s  that  of  a  young 
man  in  my  class  at  the  time  of  this  writing.  To  go  throu^ 
college  he  has,  he  tells  mc,  relinquished  a  present  salary  of 
$1,500  and  is  borrowing  $600  a  year.  He  docs  not  have 
an  established  credit,  and  must  pay  10  per  cent  annual 
interest.  Is  this  large  preseot  sacrifice  of  $3, 160  a  year 
($1,500  relinquished  +  $600  loan  +  $60  interest)  because 
he  so  highly  estimates  the  present  dollar  and  so  lightly 
regards  the  future?  On  the  contrarj-,  his  low  time-dis- 
count—relatively high  regard  for  the  future— causes  the 
present  sacrifice  of  high  interest,  of  money  and  diligent 
Libor.  He  l->  not  a  lender,  but  a  borrower  at  an  cxtortloa- 
ate  rate,  and  that  because  of  his  low  time-discount. 

Let  us  turn  now  to  the  conservative  tj-pe  of  investoi^. 
Our  thought  goes  frwm  the  stniK'*"?  youth,  trying  to  get. 
ahead  in  the  world,  and  from  the  ignorant  who  squandcc" 
needleifly,  and  from  the  spendthrifts  who  would  mortgag^^ 
thtrir  future  (or  nresent  coasumption.    Instead,  we  shaKj 
havf  '  s  and  established  credit,  the  fac- 
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sighted  generals  of  industry  who  are  conservative  in  their 
time-discount.  These  are  the  reliable  borrowers  on  a  large 
scale  whom  the  banks,  trust  companies,  and  other  loan 
institutions  arc  pleased  to  have  as  customers,  and  upon 
whom  these  instiiulions  chiefly  rely. 

In  former  times  the  borrowers  were  the  poor  who,  as  in 
cases  of  famine,  must  secure  means  from  the  more  fortu- 
nate to  provide  their  necessities  of  life.  Then  the  obliga- 
tion for  a  loan  rested  against  the  person  of  the  borrower. 
At  common  law,  debtors  could  be  imprisoned  for  debt. 
But  custom  has  changed;  the  chief  borrowings  to-day  are 
for  investments  in  one  form  or  another,  and  the  obligation 
for  the  return  of  the  loan  rests  upon  the  property  of  the 
borrower  rather  than  upon  his  person.  This  legal  change 
enables  only  those  of  means  to  make  important  loans. 
Whereas  the  poor  were  formerly  the  borrowers,  lo-day  the 
wealthy  arc  the  chief  borrowers. 

But  why  would  a  conservative  investor  pay  for  a  money 
loan  a  rate  of  interest  higher  than  his  time-discount?  It 
is  because  his  present  appraisal  of  future  incomes  is  so 
high  as  to  justify  the  present  sacrifice.  When  the  market 
rate  of  interest  is  5  per  cmt,  let  us  assume  that  the  investor 
has  an  opportunity  to  buy  a  mill  which  promises  a  durable 
annuaJ  net  income  of  $1,000.  This  will  be  capitalized  at 
a  sale  price  of  $20,000.  But  if  the  time-discount  of  the 
investor  should  be  two  per  cent,  his  personal  price  appraisal 
of  the  mill  woukl  be  $50,000.  He  will  be  glad  to  trade 
$20,000  for  what  to  his  mind  is  $50,000.  What  is  more, 
he  will  be  willing  to  give  a  large  boot  in  addition  to  the 
$20,000  for  the  mill.  His  rate  of  capitalization  Is  j  per 
cent  lower  than  the  market  rate,  and  this  justities  him  in 
offering  his  note  for  a  period  of  time,  at  any  rate  up 
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to  3  per  cent  in  excess  of  the  market  rate,  Investors 
remote  Incomes  are  willing  ami  anxious  to  borrow  moDC}' 
even  at  above  market  interest,  note  the  fact,  simply  b^ 
cause  of  their  low  time-discount. 

It  is  untlilnkabic  that  the  half-wits,  impro\*ideDt,  ud 
short-sighted— those  who  would  deny  tic  future  for  lie 
present  and  squander  durable  wealth  for  ready  consump- 
tion- -that  this  Impatient  and  high  time-discount  class 
should  hold  up  the  demand  side  of  the  money  mariiet. 
Imagine  our  banks  and  great  conservative  loan  Institutions 
as  rendezvous  exclusively  for  the  highly  impatient.  These 
could  not  support  a  loan  market  because  they  do  not  tun 
sufficient  security  or  borrowing  power. 

Interest  eats  night  and  day,  and  the  more  It  eats  tbftl 
hungrier  it  grows.    The  spendthrift  borrower  soon  hasUft 
financial  foundation  gnawed  from  under  him,  for  debts  at 
interest  mount  with  accelerating  speed  and  hasten  the 
unwar>-  to  bankruptcy.    Idle  avarice  and  lazy  ecoooD/j 
cannot,  for  long,  support  a  money  market. 

3.  Adjustments  in  the  Market — The  above  iUustratic 
of  the  investor  in  the  mill  is  not  oiTcred  as  t^'pical,  for  in 
our  exchange  market,  where  exchanges  lurn  on  the  slight- 
est margin  of  advantage.  Individual  appraisals  are  closely 
adjusted  to  the  market  rate.  The  advantage  of  an  extreme 
case  is  that  it  tends  to  objectify  how  the  business  mao 
reasons  as  to  the  rate  of  interest  be  could  afford  to  pay  for 
money.  The  business  man,  first,  makes  a  study  of  the  pro- 
ductive agent,  analyzes  the  probable  costs  and  receipts  in 
order  to  anticipate  the  net  incomes;  secondly^  he  deter- 
mines bts  own  price  appraisal  of  the  agent;  third,  he 
linds  tlic  »ale  price  at  which  he  could  make  the  purchase; 
faurik,  be  compares  faU  own  price  appraisal  with  the  sale 
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price.  If  his  price  appraisal  exceeds  that  of  the  sale  price, 
be  will  be  anxious  to  invest  and  would,  U  necessary,  pay 
interest  exceeding  the  market  rate  for  money  to  malce  the 
purchase. 

Disregarding  exceptions,  the  price  appraisal  of  active 
business  men  will  closely  approximate  the  market  price  of 
established  institutions  whose  incomes  arc  fairiy  constant. 
These  concerns  arc  capitalized  at  the  rate  of  discount  which 
prevails  in  the  money  market.  This  market  rate  of  time- 
discount,  or  rate  of  capitalization,  is  at  the  cquating-point 
between  those  with  high  and  low  time-discount.  The 
sellers  of  these  investments  will  be  those  whose  time- 
discount  exceeds  the  market  rate  of  capitalization,  and  the 
buyers,  consequently  the  borrowers,  will  have  a  lower 
discount. 

4.  The  Supply  Side  of  the  Money  Market— If  consump- 
tion loans  are  made  by  those  with  high  time-discount  and 
investment  loans  made  by  those  with  low  time-discount, 
one  may  ask  who  is  left  to  do  the  loaning?  It  is  answered; 
the  large  class  of  passive  capitalists  such  as  retired  busi- 
ness men  of  wealth,  those  in  the  investment  market  who 
now  hold  idle  funds  in  antidpation  of  a  more  favorable 
investing  period,  widows  and  children  to  whom  funds  are 
left,  the  idle  rich.  Also  banks,  trust  companies,  life-insur- 
ance companies,  sa\'ings  and  loan  associations— in  sum, 
the  institutions  which  collect  surplus  and  idle  funds  into 
reservoirs  of  loanable  funds. 

5.  The  Order  of  Thought:  Production  and  Discount- 
Many  thinkers  still  cling  to  the  producti%'ity  thcorj*  of 
interest.  They  make  bold  the  claim  that  the  time-discount 
theory  is  strangely  dissociated  from  the  production  of 
wealth.    I  shall  refute  this  false  conception  by  giWng  a 


brief  review  of  the  order  of  thought  which  encompasses 
both  production  and  discount. 

There  could  be  no  discounting  of  values  through  lime 
unless  such  values  were  in  prospect.  Productive  agents 
yield  shoes,  hats,  food,  and  other  valuable  products,  oot 
all  at  once,  but  distributed  through  different  periods  of 
time,  lliis  is  true  of  all  agents,  as  land,  tools^  or  ma- 
chines. 

The  production  problem  studies  that  group  of  facta  hav- 
ing to  do  with  combining  materials  into  the  best  compos- 
lion,  giving  them  proper  form,  putting  them  in  the  right 
place,  and  distributing  them  in  their  proper  season,  so 
that  they  arc  suitable  for  the  gratification  of  desires. 

These  many  ends  of  [iroduction  may  be  combined  b 
the  one  word  usance.  Back  of  usuno;  are  the  productive 
agents  which  beget  it.  These  agents  obey  a  number  cf 
laws,  chief  of  which  is  resistance,  inaptly  called  by  some 
diminishing  returns.  This  law  deals  with  the  limited  pro- 
ductive capacity  of  agents  in  a  Iimitc<l  period  of  time. 
This  limiting  force  gives  explanation  of  the  scarcity  and, 
therefore,  the  value  of  usance.  Because  the  usance  b 
valuable,  men  pay  a  price,  calletl  rent,  for  the  temporary 
uses  of  these  usance-producing  agents. 

The  rent  problem,  then,  is  a  study  within  the  5e!d  of 
production.  Were  we  to  stop  with  the  rent  problem,  we 
should  end  with  the  rise  of  valuable  incomes  distributed 
through  time  and  rent  paid  for  the  temporary  uses  of  pnh 
ductive  agents.  But  this  is  not  enough;  these  agents  are 
capitalized,  bought,  and  sold  in  the  market,  and  in  our 
money  economy  funds  are  borrowed  at  times  to  effect 
these  exchanges. 

As  we  further  proceed,  however,  a  new  and  difierenl 


I 
I 


Interest,  F^rtfier  Cotisulered 


521 


I 


» 


problem  from  production  arises;  U  is  the  problem  of  time- 
discount.  This  begins  where  the  problem  of  production 
ends.  It  assumes  these  valuable  incomes,  distributed 
through  different  periods  of  time,  as  ultimate  facts,  and 
concema  itself  with  discounting  the  value  of  these  incomes 
through  time  to  their  present  worth.  But  what  is  their 
present  worth  ?  It  is  the  capitaUzed  value  or  present  price 
of  the  right  to  secure  or  control  such  incomes.  If  you  own 
land,  that  ownership  is  your  right  to  the  income  from  it, 
so  with  any  other  agent,  whether  it  be  a  house,  or  mill,  or 
francluse,  or  monopoly  right.  Control  over  value-income, 
not  the  form  of  the  agent,  is  the  important  thing,  SLod  this 
control  is  capital 

Time-discount,  then,  as  applied  to  productive  agents  or 
mere  acquisitive  rights  to  income,  is  itself  the  very  essence 
of  capitalization. 

Now  exactly  this  same  time^liscount  applies  to  money. 
Who  would  give  $i,ooo  now  for  the  return  of  $i,ooo  ten 
years  hence?  It  is  the  language  of  custom  and  business 
to  limit  the  word  interest  to  payments  on  money.  Much 
is  lost  and  little  gaineil  in  tlie  vain  attempt  to  apply  the 
term  interest  in  the  general  field  of  capitalization. 

6.  Questions  and  Answers  Involving  the  Foregoing 
Principles: 

(a)  What  is  the  effut  of  a  change  in  the  interest  raU  vpon 
saving? 

There  are  persona  who  would  save  if  the  rate  of  interest 
dropped  to  zero,  yes,  even  if  they  had  to  pay  negative 
Interest  to  get  their  money  in  safe  hands.  These  are  ex* 
ceptions.  Others  would  save  more  because  of  a  lowering 
o(  the  rate  of  interest.  Consider  a  parent  whose  prevail- 
bg  motive  is  to  provide  for  his  children.    In  order  to  pro- 
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v]de  them  a  reasonable  income  of,  say,  $5,000  a  yeat,  be 
must  save  $300,000  if  the  interest  rate  ts  3^  per  ce&t, 
8100,000  when  interest  is  5  per  cent,  $50,000  when  the 
rate  is  10  per  cent.  But  as  high  wages  lead  lo  short  houis 
among  the  improvident,  and  longer  hours  among  the 
thrifty,  so  a  sudden  shift  to  a  higher  interest  rate  irouid 
make  the  stronger  appeal  to  save  among  the  thrifty  nbo 
have  mast  lo  save. 

Time^liscounts  do  not  become  adjusted  to  rapid  changes 
in  interest  rates.    If  such  uiljustment  took  place  inunedi-j 
ately,  modifications  of  the  iutcmt  rate  would  have 
effect  on  saving. 

{b)  Wouid  a  lum-rJttmging  high  rale  of  itUerest  cause 
saving  than  a  non-ehanging  Itnv  rate? 

Contrary  to  the  generally  accepted  opinion,  this  que- 
tion  must  be  answered  in  the  negative.    The  very  form  of 
the  question  involves  an  inversion  of  cause  and  efiect  in 
the   explanation   of   interest.    .\   Erm    rate   of   interest, 
whether  high  or  low.  accompanies  a  stable  market  with 
an  established  rate  of  discount.    If  this  discount  on  tUfl 
future  is  large,  it  means  certainly  a  weak  disposition  to 
practise  present  self-denial  in  order  to  save.     If  your  that- 
discount  is  high,  you  would  sacrifice  your  provision  for  ihc 
future  in  behalf  of  a  spendthrift  loan.    When  competitioa 
has  worked  its  eilect  in  a  stable  market  such  as  we  assume. 
a  high  interest  rate  will  coincide  wn'th  or  reflect  the  kf^ 
discount  of  the  future-    A  high  interest  rale,  there/ore, 
s^'mbolizes  the  d^ree  of  preference  for  present  o\'er  future 
incomes.    .\s  interest  is  high,  the  disposition  to  save  a 
low.    All  know  tha(  future  incomes  are  capitalized  Jo« 
when  the  rate  of  interest  b  high.    Is  not  the  <fi^M«iiR)o 
to  ecU  one's  future  provbioaing  at  a  discounted  price  to 
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get  ready  money  the  antithesis  of  the  disposiUon  that 
would  deny  the  present  to  save  for  the  future? 

Time-discount  that  would  take  from  the  future  in  behalf 
of  the  present  works  contrary  to  saving.  Low  interest 
likewise  expresses  the  rate  of  time-discount  and  capitaliza- 
tion. Low  interest  expresses  a  low  discount  of  the  future, 
consequently  a  high  disposition  to  save.'  In  a  well-adjusted 
market  a  large  discount  or  liigh  unwillingness  to  save  is 
exactly  counterbahinced  by  a  high  interest  or  reward  for 
saving.  Whatever  the  rate  of  discount,  it  will  be  equal  to 
the  rate  of  interest  that  rewards  saving.  The  causal 
sequence  is  from  the  disposition  to  save,  to  the  rate  of 
interest,  and  not  the  reverse.  Then,  in  a  community 
where  interest  is  permanently  high,  there  will  be  no  greater 
motive  for  saving  than  in  a  community  where  interest  la 
low. 

(fi)  Is  tfiere  a  ttndeney  I0  erect  lasting  structures,  to  con- 
struct  dyrabie  higlneays.  bridges,  and  other  lasting  improve- 
ments during  periods  when  the  interest  rate  is  high  or  during 
the  period  wlten  it  is  low? 

Conservative  investments,  which  take  durable  form,  are 
made  at  times  of  iirm  confidence  in  the  future;  they  indi- 
cate a  high  appraisal  of  future  incomes.  During  such 
periods  time-discount  is  low  and  the  rate  of  interest  like- 
wise low.  Because  a  low  interest  rate  reflects  a  high 
appreciation  of  future  incomes,  a  marked  disposition  to 
provide  for  the  future,  it  follows  that  durable  or  lasting 
structures  will  be  made  when  the  interest  rate  is  low. 

(</)  W}Mt  is  the  motive  for  Paying  interest  ? 

The  entrepreneur  borrows  money  with  which  to  buy 
productive  agents  which  will  jield  future  valuable  returns. 
These  dc/errct)  incomes  arc  discounted  in  the  price  of  the 
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agent  yicltlbg  Uiem.  His  present  value  outlay  is,  there- 
fore, smaller  than  the  anticiimlcd  rctunia.  His  motive  fcr 
paying  Interest  is  to  secure  this  growth  in  value  throagh 
time.  If  he  invests  wisely  this  growth  in  value  will  be 
sufficient,  both  to  pay  the  interest  and  to  leave  him  a  i 

(<)  Con  there  be  a  zero  rate  of  interest? 

In  exceptional  cases,  money  is  loaned  without  in(3 
but  other  conditioiis,  such  as  friendship,  f<ar  of  thicveg,^ 
and  so  forth,  enter  in  to  complicate  the  problem.  Tboe 
arc  al»o  exceptional  cases,  as  when  one  i.s  hard  put  to  it 
for  means,  when  money  wouki  not  be  loaned  for  many 
times  the  market  interest.  Exceptions  aside,  one  can  no 
more  conceive  of  a  zero  rate  of  interest  than  of  a  Itmitlcis 
capitalization  of  durable  sources  of  Income.  The  two 
amount  to  one  and  the  same  thing.  Were  interest  zero, 
time-discount  would  also  be  zero,  the  present  worth  of  a 
dollar  fifty  years  hence  would  be  a  dollar.  There  could 
be  no  limit  to  the  present  capital  value  of  a  pcrmacent^ 
agent  jielding  a  penny  annually. 

if)  Why  is  the  interest  rate  high  during  periods  of  worf 

During  wars  there  is  great  sfK'ial  unrest,  and  timid 
tal  hesitates  to  venture  into  durable  enterprises.    Bi 
ventures  are  hazardous,  because  the  future  is  uncertain. 
Ordinary  processes  of  sa\'ing  and  loaning  are  in  disuse. 
War  materials  are  destroyed  in  enormous  quantities,  men 
are  withdrawn  from  norma!  productive  pursuits,  and  pro- 
duction is  carried  on  with  meagre  equipment.    Demand 
turns  from  durable  enterprises  and  calls  for  present  coo- 
sumablc  goods.    This  demand  for  goods  to  meet  tempo- 
rary- needs  brings  further  halt  to  permanent  improvement!. 
Accompanying  this  cnfor^^  n^lect  of  sa\-ing  and  durable 
investmepi  rn»«»i«     Borrowers  arc  will- 
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Ing  to  pay  back  considerably  more  than  a  dollar  in  the 
future  for  the  present  loan  of  a.  dollar.  The  economic 
pressure  of  the  present,  together  with  the  uncertaint>'  of 
the  future,  make  for  hl^b  time-discount  and  its  effect — a 
high  rate  of  interest. 

7.  Exercises. — i.  If  the  net  income  from  a  building  is 
$500  a  year  and  the  rate  of  interest  is  5  per  cent,  what 
would  be  the  price  of  the  building?  Show  how  you  make 
the  calciilation  and  point  out  the  diifcrent  Mq)s  in  your 
reasoninj;. 

2.  Should  a  new  street-railway  make  more  accessible 
the  building  referred  to  in  the  above  question  so  that  its 
net  yield  should  increase  from  $500  to  Si.ooo.  how  would 
the  price  of  the  buikUng  be  affected  ?  Would  the  rate  of 
Interest  be  changed? 

3.  Can  one  wlio  a<lheres  to  the  productivity  theory  of 
interest  explain  why  interest  is  paid  for  unproductive 
loans? 

4.  Criticise  the  following:  Interest  is  a  price  and  obeys 
all  the  laws  of  price.  So  a  large  quantity  of  money  means 
a  low  rate  of  interest. 

5.  Should  the  rate  of  time-discount  change  from  6  to  4 
per  cent,  what  change  wouk!  take  place  in  the  price  of  a 
farm  whose  annual  net  yield  is  $4,000? 

6.  What  is  the  relationship  between  the  price  of  dura- 
tive  goods,  the  rate  of  interest,  and  time-discount  ? 

7-  If  it  is  now  August  you  would  prefer  a  fur  coat  in 
Januar)*,  6ve  months  later,  rather  than  at  the  present. 
Wc  prefer  goods  In  their  season,  whether  iheir  proper 
season  be  now  or  later.  Do  these  statements  form  excep- 
tions to  the  time-discount  theory  of  interest?  Docs  time- 
discount  have  reference  to  physical  goods  as  such  or  to 
values? 

S.  Summarize  the  reasons  for  differences  in  time-discount 
persons  as  given  in  Chapter  XXII,  paragraph  20. 
you  give  other  reasons? 
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9.  Explain  how  differences  m  time-dtscount  cause  some 
to  be  lenders  and  others  to  be  borrowers. 

10.  How  is  the  rate  of  interest  determined  in  the 
krt? 

ti.  Point  out  different  motives  for  borrowinjc. 

13.  Could   spendthrift   borrowers   support    the   moneyj 
market?    Why?    WTiat  class  of  borrowers  best  su[ 
the  money  market?    Wliy? 

13.  (a)  Aristotle  claimed  that,  as  money  does  not  pro- 
duce money,  nothing  more  than  the  return  of  the  priDC^)al 
sum  lent  caji  (X|uilably  be  claimed  by  the  lender.  Answer 
this  argument. 

[b)  Now,  criticise  Franklin's  statement  to  the  oppoot 
effect:  "  Money  makes  money,  and  the  money  that  moi 
makes,  makes  more  money." 

14.  Do  laws  fixing  a  rate  of  interest  work  well  in  prac- 
tice?   (See  Hadlc/s  Economics,  1J9-143.) 

15.  In  the  World  Almanac  you  may  find  the  legal  rati 
of  interest  in  the  different  stales.  Wliat  explanation  can 
you  offer  for  these  diflercnces? 

16.  One  says:  "I  can  prove  that  the  amount  of  money 
determines  the  rate  of  interest.     Docs  not  the  Bank  of 
England  raise  the  rate  of  discount  (interest)  wh«)  goM  is 
leaving  the  country?    During  panics,  when  it  la  almost 
impossible  to  borrow  money,  is  there  not  a  rise  in  inlw- 
est?"    How  would  you  answer  this? 

17.  The  capital  value  of  an  agent  goes  up  as  (he  ititemf 
rate  goes  down.    Explain. 


CHAPTER  XXIV 

FORMS  OF  LVDUSTRtAL  OWNERSHIP:  THE 
CORPORATION 

t.  Introduction,  i.  Indit-idual  ownentup.  3.  Limlu  to  privaXe  owd- 
crship.  4'  rartnerafatp.  5.  Limitrd  panncr«hi|M.  6,  The  i!iNu}viifiUK« 
of  X  partfieraliip  are  m&ny,  7.  Joint-stock  asMvdalion.  8.  CorponlieDf. 
9.  The  advantaf(a  of  MrjiorAtions.  10.  Geneni  corporation  acts.  11. 
Directors.  13.  Elcc^on  ot  dirccton:  Dummy  directors.  13,  CumdaUve 
VDtiiMt.  n-  Insidi:  infonnatiim  of  stockholders,  is-  Negotiability  of 
stock  certificates.  16,  S«:iiriac  funds.  17-  Funds  from  crcditan.  iS. 
Inuing  nolo.  ig.  Inuing  Ixindv  30.  luuing  Klockt  and  bonds.  3i. 
QiMStioiuble  practices,  32.  Rrmcdire.  >j.  FoRsiKht  in  buaincu.  14. 
An  cdtKadanal  truuforauition  is  now  in  preccn.    9j.  Eaterdaet. 

I.  Introduction.— Ours  is  an  exchange  economy  whose 

fundamental  characteristic  Is  private  property.  Some  form 
of  ownership,  or  else  the  want  of  it  is,  therefore,  at  the 
basis  o(  our  industrial  problems-  'U'hether  it  be  a  ques- 
tion of  the  distribution  of  food  products,  or  of  regulating 
production,  or  of  rate  control,  or  of  price  maintenance,  or 
of  the  enforcement  of  property  rights,  or  of  poverty  against 
riches,  or  of  conscription— these  and  many  more  arc  ques- 
tions of  private  property.  The  extent  of  the  relationship 
[of  the  state  to  industry  must  be  determined  on  grounds 
\<y(  pri\-atc  property.  So,  also,  must  be  determined  the 
'ights  of  private  parties  in  the  business  dealings  of  man 
nian.  From  earliest  times  the  institution  of  private 
V  has  been  subject  to  modificarion  and  change, 
ainion  is  now  in  a  transitorj-  stage,  and  this  makes 
of  ownership  not  a  problem  of  the  next  centur)', 
morrow.    These  problems  of  ownership — for  that 

H7  .^^^^^^^^^^ 


5S8 


Introduction  to  Economics 


matter  alt  economic  problems — must  be  approached  from 
the  standpoint  of  conditions  that  are.  To  this  end  the 
student  should  read  broadly  and  siiare  no  effort  in  obtain- 
ing a  clear  insight  into  the  prx^lems  of  ownership.  Afl 
business  may  be  owned  by  an  individual,  partnership,  joint- 
stock  :issociation.  or  corporation. 

2.  lodividual  Ownership. —Ownership  by  an  individual 
is  the  oldest  and  simplest  form  of  ownership.  What  miy 
the  individual  own?  He  may  own  tangible  forms  of 
wealth,  or  rights  against  another,  or  rightt  to  da  some- 
thing to  the  exclusion  of  others.  Material  wealth,  called 
objects  of  ownership,  falls  into  two  classes:  (i)  Immovables 
or  land  and  durable  improvements,  such  as  houses;  (i) 
movables  or  things  not  attached  to  the  land.  In  legal 
terminology  the  first  class  (immovables)  Is  known  as  real 
property,  and  the  second  class  (movables)  is  knowa  as 
personal  property. 

One  may  own  rights  against  another  person,  as  a  right 
to  compel  him  to  p&y  a  promissory  note  or  Lo  pay  damages 
in  case  of  a  trespass  on  property  (wealth).     Under  this 
heading  may  be  considered  the  right  to  recover  sUife*    f. 
goods  and  to  enforce  contracts.  ^^^H 

Lastly,  a  person  may  own  rights  to  do  something  t(ni^^ 
exclusion  of  others.    Examples  of  this  kind  of  ownenifaq)., 
are  patents,  copyrights,  trade-marks,  and  franchbes. 
patent  legally  guarantees  an  individual  the  erdu.'uve  pmv 
lege  of  using  a  new  process  a  given  number  of  years; 
cop>'right  likewise  excludes  competition  for  a  sped^' 
time.    A  traderaack  is  a  symbol,  name,  or  other  devi<e 
which  one  puts  upon  goods  to  distingui.sh  them  from  Bt^ 
goods  of  other  persons.   If  A  adopts  a  trade-mark, "  Ro)'^^ 

lucl,  B  cannot  use  the  same 
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words  or  words  so  sitnllitr  in  sound,  for  instance,  "Loyal 
Peas,"  as  might  deceive  the  average  purchaser.  A  fran- 
chise is  a  public  grant  gi\ing  indi^'iduaLs  or  private  groups 
of  individuals  privileges  whkh  belong  to  tJie  state.  It 
gives  the  right  of  eminent  domain,  the  right  to  levy  tolU 
and  charges  for  public  utilities. 

3.  Limits  to  Private  Ownership.  There  arc,  necessarily, 
restrictions  upon  the  private  ownership  of  all  forms  of 
wealth.  Could  a  real-estate  owner  prevent  a  right  of  way 
through  his  land,  the  public  at  large  would  be  deprived  of 
common  carriers.  The  public  welfare  must  be  protected 
against  a  private  interest;  the  state,  therefore,  reserves 
the  right  to  compel  a  landlord  to  surrender  a  right  of  way 
at  a  fair  market  price.  This  right  is  termed  the  right  of 
eminent  domain.  It  is  exercised  whenever  public  safety, 
interest,  or  expediency  so  requires.  Another  restriction  on 
private  ownership  is  that  of  the  right  of  way.  The  boun- 
dary of  an  owner's  farm  extends  to  the  middle  of  the  pub- 
lic road,  but  he  dare  not  put  his  fence  there;  the  owner's 
lot  extends  to  the  middle  of  the  street,  but  he  dare  not 
block  the  street.  Close  the  highway,  however,  and  the 
owner  takes  control  without  further  ado,  though  subject 
to  a.  defmite  right  of  use. 

Another  consideration,  ownership  is  the  right  of  use  in 
a  broad  ami  strictly  correct  sense.  The  public  right  of  use 
is  public  ownership,  but  this  right  extends  over  all  forms 
of  wealth  and  is  exercised  when  necessity  requires.  This 
fact  makes  the  state  a  joint  owner  of  wealth.  A  tax  on 
wealth,  therefore,  is  but  the  share  which  the  state  as  joint 
owner  receives  from  the  annual  income  of  that  wealth.  If 
tbc  annual  income  from  a  farm  is  $100.  assuming  the  rate 
of  interest  to  be  5  per  cent,  the  price  of  the  farm  would 
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be  $2,000.  If  the  tax  Ijc  $25.  it  follows  that  the  shai 
the  state  in  the  farm  is  $500,  and  that  of  the  todividual  is 
$1,500.  Furthermore,  private  ownership  is  restricted 
from  the  imposition  of  a  nuisance  upon  the  public.  The 
smell  from  an  ill-kept  fish-marhct,  stable,  tanner}',  or  fer- 
tilizer-plant will  not  be  tolerated  in  a  residential  district. 

4.  Partnership. — Thi?  proprietor  of  a  Lirge  business  sees 
his  task  grow  more  and  more  arduous  with  the  grovth  d 
that  bu»ness.  The  business  comes  to  be  divided  into 
departments.  Capital,  special  skill,  and  knowledge  an 
required  in  the  development  of  the  business.  Need  otisea 
for  mechanics,  efficiency  experts,  accountants,  salcancn, 
and  managere.  The  pressure  of  increasing  rcsponsibilitia 
may  cause  the  projjrietor  to  invite  others  with  spedal  skill 
or  capital  to  join  with  him  as  partners  in  the  enterprise. 
A  partnership  or  firm  is  a  group  of  persons  who  have 
united  their  capital  or  energies  and  jmntly  carry  on  a 
business,  acting  as  if  one  person  or  entity,  and  sharing  as 
common  owners  the  profits  of  the  enterprise. 

It  should  be  dear  that  the  mere  fact  of  sharing  profits 
is  not  the  test  of  a  partnership.     If  the  landlord  lets  hfi 
farm  on  shares,  agreeing  to  take  one-half  of  the  products 
of  the  farm  as  rent,  this  would  not  be  a  partnership  but  i 
lease.     If  a  book-agent  receives  one-half  of  the  profits  on 
his  sales,  this  again  is  not  a  partnershii>,  but  an  agenc}'' 
In  cver>'  partnership  there  must  be  a  community  of  inter 
ests,  a  prosecution  of  budness  in  common  with  a  view  to 
profits.    A  owns  capital,  B  is  an  expert  manager,  and  C 
is  a  skilful  salesman.    A  furnishes  all  the  capital  to  start 
a  mail-order  bouse;  B  and  C  put  in  their  services  in  rav^ 
aging  the  business  and  selling  the  goods.    They  agree  to 
share  n  Ttus  is  ckarly  a  partnei^up  because  it 


meets  the  test  of  a  partnership.    It  is  a  community 
interest,  a  commoD  prosecution  of  business  with  a  view 

■  to  profits. 
'      5.  Limited  Partnerships. — In  a  general  partnership  every' 

member  is  liable  legally  and  morally  for  the  acts  of  every 
other  member.    Each  partner  is  liable  for  ail  the  dcbtal 
antl  obligations  of  the  tirm.    A  and  B  are  partners  in  a[ 
small  business.    A  borrows  $50,000  in  the  firm's  name, 
pockets  the  money,  and  leaves  the  country.    The  creditor 
may  exhaust  the  assets  of  the  ]>artnership  and,  if  these  are^^ 
insufficient,  go  against  the  i)rivate  property  of  B  to  make^^ 
up  the  deficiency.     In  a  limited  partnership,  however,  one 

■  or  more  of  the  partners,  called  special  partners,  are  not^H 
liable  for  the  partnership  debts  beyond  the  sura  each  has      ' 
contributed  to  the  capital.    The  law  requires  such  part- 
nerships to  have  at  least  one  general  partner  whose  liability 
is  unlimited.  ^| 

6.  The  IHsadvantages  of  a  Partnership  are  Haoy. — Each^^ 
of  the  partners  has  a  controlling  voice  in  the  management 
of  the  firm.    Conflicting  opinions  may  work  to  the  injury 
of  the  policy  of  the  company.    The  firm  Is  not  well  adapted 
to  collecting  large  amounts  of  capital.    It  must  for  tha^^ 
most  part  depend  upon  the  partners  for  fimds.    The  fact^f 
K  of  unlimited  liability  of  the  partners  may  cause  a  loss  ot^| 
private  property  in  addition  to  the  original  in\'estment.  ™ 
This  is  to  be  commended  in  the  sense  tliat  it  makes  thc^^ 
management  conservative  and  careful.    The  main  dtsad-^f 


I 
■ 
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vantage  seems  to  be  that  the  duration  of  a  partnership 
dcpeods  upon  the  life  or  the  caprice  of  a  partner.    The 
partnership  is  dissolved  with  the  alienation,  or  withdrawal, 
r  insanity,  or  death,  or  bankruptc>*  of  a  partner.     Becausa  I 
partnership  may  have  only  a  short  life,  it  is  unsuited  forJ 
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iht  formation  of  large  business  transactions  and  cont 
which  extend  over  considerable  periods  of  time. 

7.  Jolnt-Stock  Association.— Joint-stock  associations  are" 
partnerships  in  which  the  capital  is  divided  into  shares 
which  are  owned  by  the  partners.    These  differ  from  ordi- 
nary partnerships  in  two  respects:  (i)  They  are  not  dis- 1 
solved  by  the  same  oiuses.     The  shares  are  tnnsfenble; 
for  instance,  if  a  shareholder  dies,  his  shares  pass  to  his 
estate;  if  he  sells  his  slrnres,  the  purchaser  succeeds  to  his 
rights.     Partners  may  with<iraw  or  nc\\-  partners  may  be 
introduced  without  a  dissolution  of  the  firm.     (2)  Share- 
holders do  not  embarrass  the  management  of  the  firm; 
they  elect  directors  and  officers  who  manage  the  fim. 
Only  the  officers  have  authority  to  bind  the  firm  in  any 
financial  obligation.    N'unc  the  less,  each  partner  stands 
personally  liable  for  the  obligations  (debts  or  contracts)  I 
of  the  firm. 

8.  Corporations.— A  corporation  is  an  artificial  person 
created  by  law  for  some  specific  purpose  or  purposes.  The 
members  of  a  cori>oration  are  not  the  corporation ;  members 
may  withdraw  or  die,  but  the  artificial  person  continocs. 
As  a  IcgaJ  person  it  owns  pro[)crty,  may  incur  debts  and 
form  contracts,  may  sue  and  be  sued,  and  carr>*  on  busi- 
ness as  a  natural  person.  The  corporation  has  no  con* 
science,  no  power  to  think,  but  the  law  regards  its  officers 
as  agents  empowered  to  carry  on  all  business  of  the  cof- 
pomtion.  This  form  of  ownership  is  found  in  all 
tions.  At  first  it  applied  only  to  large  enterprises,  such 
as  stcAmship  companies  and  railroads,  later  to  smaller 
enterprises,  and  to-day  all  kinds  of  enterprises,  large  and 
small,  ore  at  liberty,  and  find  it  fcftsibk  to  adopt  this  form 
of  orgaQieatloa. 
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9.  Tbe  advantages  of  corporations  over  other  forms  of 
ownership  are,  amonR  others,  [wrmanency,  limited  liubU- 
ity,  transferability  of  shares,  concentration  of  manage- 
menl.  and  adaptabihty  for  securing  large  funds  of  capitaJ. 

PermanetKc:  Stockholders  may  come  and  so,  may  re- 
tire, sell  their  »lock  or  die.  but  the  corporation  continues 
to  live.  It  is  adaptable  to  the  undertaking  of  lonf^-time 
contracts.  There  are,  to  be  sure,  exceptions  to  the  per- 
manency of  a  corporation  in  cases  where  charters  are 
granted  for  a  limited  number  of  years,  as,  for  example,  real- 
estate  companies  in  Massachusetts,  which  have  a  life  not 
exceeding  fifty  years. 

Umiud  liabilit^:  A  partner  in  a  bankrupt  firm  may 
lose  hia  entire  investment  and.  further,  he  may  be  forced 
to  sacrifice  his  personal  holdings  to  satisfy  the  creditors  of 
his  firm.  He  may  be  compelled  to  make  good  a  foolish  or 
fraudulent  contract  made  by  his  partner.  But  if  the  cor- 
poration fails  the  stockholder,  generally  speaking,  wOI  lose 
no  more  tlian  his  securities  in  the  corporation.  Some 
exceptions  will  be  found  to  the  rule  of  limited  liability  in 
state  laws,  the  one  important  exception  being,  that  the 
stockholders  of  national  banks  arc  all  subject  to  a  double 
liability.  Limited  liability  is  given  by  many  authorities 
as  the  reason  why  the  corporate  form  of  ownership  has 
increased  so  rapidly  in  recent  years. 

Contrary  to  the  popular  conception,  limited  liability  was 
not  atwa>'s  an  essential  feature  of  the  corporation.  In 
England  limited  liability  was  not  adopted  till  1S55,  and 
evxn  now  English  companies  must  claim  this  attribute  by 
inserting  the  word  "limited"  in  conncrtion  with  their 
names. 

Transffrahility  of  shares :  A  share  of  stock  is  a  unit  of 
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ownership  in  a  corporation.    Shares  are  represented  bf 
certiiicates  of  stock.    If  a  corporation  has  issued  a  diou- 
sand  shares,  the  owner  of  one  share  owns  oae  thousandtb 
part  <j(  the  corporation.     If  the  entire  stock  of  a  railroad 
corporation  is  bought  up  by  a  group  of  persons,  they  own 
the  railroad.    If  an  owner  wishes  to  sell  his  stock  tt  is 
easy  to  &nd  a  buyer.    If  an  owner  has  one  hundre<I  shares 
for  sale,  he  may  sell  to  a  hundred  diflerent  purchasers,  or 
to  fifty,  or  to  one  purchaser,  depending  upon  the  wishes 
and  purchasing  power  of  the  buyer.    Sales  are  made  easy 
because  the  size  of  the  sale  can  be  adjusted  to  the  means, 
of  the  buyer.     It  is  difBcult  for  an  individual  to  sell 
farm  or  other  private  holdings.    It  is  impossible  for  a 
partner  without  the  consent  of  hk  partners  to  dispose  of 
his  interests  in  the  partnership  without  destroying;  the 
finn.    The  welfare  of  a  &rm  depends  upon  the  business 
ability  of  the  partners,  but  the  case  is  otherwise  in  a  cor- 
poration which  is  managed  by  the  directors  rather  than  by 
the  owners.    Widows,  elderly  persona,  children  who  have 
inherited  money— any  and  all  classes  may  buy  stock, 
according   to   their  means,  without  any  change  In 
policy  of  the  company. 

CoruxTtiration  of  managanefU :  A  stockholder  may 
99  per  cent  of  the  stock  in  a  corporation  and  still  have  no 
authority  to  transact  business  for  it.  since  duly  appointed 
officers,  and  only  these,  can  transact  the  corporation's 
business.  In  this  way  a  heavy  responsibility*  is  concen- 
trated upon  the  few  ofQccrs  in  a  large  corporation,  aod 
they  have  great  power  cither  for  good  or  for  evil.  _ 

The  corporation  is  an  excellent  institution  for  a  largtf| 
class  of  people  who  have  inherited  or  otherwise  acquired 
means,  but  who  arc  themselves  without  the  experience  or 
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ability  to  utilize  their  means  effectively.  Two  conclusions 
arc  to  be  deduced  from  this  fact:  (i)  It  is  to  the  interest 
of  society  that  the  direction  of  capital  be  removed  from 
the  hands  of  the  weak  to  the  hands  of  the  strong;  (2)  the 
incompetent  rich,  through  bad  management,  may  soon 
squander  their  means,  whereas  removing  their  control  by 
giving  the  direction  of  their  holdings  over  to  a  strong 
financial  director  will  have  the  effect  of  maintaining  their 
fortunes.  The  corporation,  It  is  argued,  tends  to  main* 
tain  large  fortimes,  but  just  the  opposite  may  be  true,  for 
it  puts  wealth  in  salable  form. 

Securing  large  capital :  A  century  ago  the  only  securities 
which  the  investing  public  could  buy  were  government 
obligations,  as  the  early  stock  exchanges  knew  no  other 
form  of  securities.  The  field  was  closed  for  investment 
to  those  of  limited  means,  since  these  securities  were  sold 
in  large  amounts,  so  the  small  investor  welcomed  the  cor- 
poration with  its  transferable  shares  sold  in  any  amount 
lo  accommodate  the  purchaser's  means.  This  new  form 
of  saving  and  investment  had  other  advantages.  It  mul- 
tiplied the  sources  from  which  corporations  might  draw 
funds.  Corporate  securities  arc  purchased  by  all  classes 
— the  humble  who  work  for  a  pittance,  the  day-laborer, 
and  the  wealthy  aristocrat.  Some  American  cor]>orations 
have  upward  of  100,000  stockholders.  This  inflowing  of 
capita!  from  thousands  of  sources  provides  the  enormous 
funds  necessary  to  finance  our  brgc  industrial  enterprises. 

10.  General  Corporation  Acts.— .-\  charter  is,  so  to 
speak,  the  soul  of  a  corporation.  The  first  step  in  form- 
ing a  corporation  is  for  the  interested  individuals  or  incor- 
[wrators  to  prepare  a  charter  (articles  of  incorporation  or 
certificate  of  incorporation),    The  charter  contains  a  num- 
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bcr  of  provuians.  including  the  name  of  the  corponitionj 
Its  objects,  amount  of  capital  stock,  and  like  provistom. 
Application  is  tnade  to  the  state  to  have  the  charier 
granted,  and  when  a  state  does  so,  it  creates  a  torporatioo,^ 

Formetly  the  state  legudatures  granted  charters.     Ulieicl 
hicorporators  wuihed  a  charter,  a  biQ  for  that  purpose  wu 
introduced  in  the  legislature,  referred  to  proper  commil- 
Ities,  debated  through  both  houses,  and  signed  by  the 
governor  of  the  state,  each  charter  requiring  a  separate 
and  special  act.    A  century  ago  the  granting  of  a  charter 
was  not  an  arduous  task  for  our  legislatures,  because  » 
few  of  them  were  requested.    As  time  went  on  corporations 
grew  more  and  more  popular,  and  the  numerous  demands 
for  charters  outgrew  the  capacity  of  the  legislatures  to 
grant  them.    Were  charters  granted  in  this  manner  lo*^ 
day,  it  is  doubtful  whether  legislatures  coukl  find  time  tnfl 
serve  their  normal  functions.    But  the  time-consuming 
labor  of  this  system  was  not  its  mo&t  serious  aspect. 

In  some  instances,  it  proved  a  cheap  and  effective  means 
for  unscrupulous  candidates  for  the  legislature  to  buy 
votes.  If  a  group  of  influential  business  men  desired  to 
form  a  corporation  for  a  particular  purpose,  meanwhile 
wishing  to  prevent  others  from  incorporating  for  the  same 
purpose,  they  could  secure  their  evil  aim  through  their 
representative  in  the  legislature.  A  legislator  who  has 
power  to  grant  special  privileges  is  tempted  to  favor  the 
political  boss  in  order  to  win  his  support.  This  system, 
moreover,  leads  to  political  log-rolling.  A  from  Henr>' 
County  says  to  B  from  Clay  County:  "V'ote  with  rae  in 
behalf  of  my  boss,  and  I  will  vote  with  you  in  behalf  of 
your  boss."  In  this  way  conspiring  groups  could  control 
the  granting  of  charters  an<l  exclusively  scr\'&  the  favoredi 
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few  This  unfair  system  of  granting  charters  led  to  so 
much  favoritism  and  political  corruption  that  the  public 
called  for  reform. 

This  contemptible  system  was  rcfonncd  by  "enabling 
acts"  or  "general  corporation  laws."  An  enabling  act.  in 
so  far  as  it  applies  particularly  to  airporations.  is  a  general 
corporation  act  defining  the  purposes  for  which  corpora- 
tions may  be  lawfully  formecj,  the  jjowers  which  they  may 
possess,  the  number  of  incorporators  and  stockholders,  the 
manner  and  lawful  purinwe  of  I'isue  of  capital  stock,  and 
ijo  on.  Thus  the  liiw  definitely  defines  the  conditions 
under  which  a  charter  will  or  will  not  be  given.  This 
enables  any  group  of  citizens,  regardless  of  "pull,"  or  poli- 
tics, or  wealth,  to  secure  a  charter,  if  they  fullil  the  require- 
ments of  the  act.  It  is  thought  that  this  transfer  from 
special  grants  to  enabling  acts  was  the  most  important 
reform  in  business  methods  during  the  nineteenth  centurj-. 
It  at  once  facilitates  the  granting  of  charters,  stamps  out 
an  important  means  of  political  corruption,  and  enables 
all  competitors  to  share  the  benefits  of  the  corporate  form. 
The  charter  of  a  corporation,  formed  under  general  laws, 
consisL<i  of  the  general  law  and  its  one  particular  ct^rtificate 
of  incorporation  or  articles  of  association. 

u.  Directors. —As  above  indicated,  the  stockholders 
own  the  corporation  and  share  its  earnings.  Ownership 
implies  the  power  to  control,  but  the  stockholders  control 
a  corporation  only  indirectly.  They  elect  the  directors 
and  the  directors  elect  the  ofhccra  who  directly  manage 
the  corporation.  The  directors  usually  comprise  a  smalt 
group  of  leading  stockholders.  Their  intimate  reladons 
with  each  other  and  with  the  workings  of  the  corporation 
make  of  them  a   watchful  and   effective  working   unit. 
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They  have  power  to  app<nat  and  to  remove  officers.  The 
p<^cy  and  direction  of  the  corporation  is  really  in  the 
hands  of  the  directors.  The  interests  of  the  stockboldas 
arc  subject  to  the  directors;  unreliable  directors  have  nuny 
means  of  enriching  themselves  at  the  expense  of  small 
stockiioklers.  The  stockholders  regard  the  personnel  of 
the  directors  as  of  vital  importance. 

13.  ELection  of  Directors:  Dummy  Directors. — Directors 
are  elected  by  the  majority  vote  of  the  stockholders,  each 
stockholder  usually  ha\'ing  one  vote  for  each  share  of  stock 
he  owns.  Should  one  person  own  over  50  per  cent  of  the 
shares,  he  can  elect  all  the  directors.  It  is  not  unusual 
for  a  small  group  to  maintain  a  community  of  interest  and 
dominate  the  control  of  coqwraiions.  In  these  cases  the 
large  number  of  small  stockholders  have  no  contrcj, 
the  policy  and  dirccti(Hi  of  their  holdings. 

A  dunmiy  director  does  not  vote  his  own  will;  he 
the  interests  of  his  master  and  votes  as  he  is  told.  A~ 
director,  dtmimy  or  other,  usually  must  hold  at  least  one 
share  of  stodk.  One  who  owns  over  50  per  cent  of  the 
shares  may  go  through  the  legal  form  of  transferring  a 
share  to  each  of  a  sutBcient  number  of  dummies  to  "padt" 
the  board.  After  this  work  o(  deception,  be  casts  the 
necessar}'  number  of  %'Dtes  to  elect  his  select  dummjea, 
thus  "packing"  the  board  and  assuming  imperial  rule. 

13.  Cumulative  Voting. — This  work  of  iniquity  is  de- 
feated in  some  places  by  ciunuhtive  voting.  By  a  power 
oC  ciimulati\-e  ^'otiag  the  minority  stockholders  may  elect 
representation  proportioned  in  number  to  the  number  of 
shares  the>'  hold.  Tlie  following  example  will  make  dear 
the  principle  of  cumulati\T  voting.  If  we  assume  that 
three  dkectocs  arc  to  be  elected,  a  stockholder  owning  20 
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I  shares  may  cast  20  votes  for  each  of  the  three  directore, 
I  or  60  votes  for  one  director.  If  there  are  a,ooo  shares  of 
stock,  and  1.480  shares  are  owned  by  the  majority  holders, 
while  570  shares  are  held  by  the  minority,  the  minority 
I  by  casting  triple  votes  for  one  director  would  give  him 
I  1,560  votes.  This  b  a  larger  vote  than  the  majority  could 
muster  for  each  of  three  candidates  by  casting  single 
votes.  "ITie  minority  would  elect  one  director  and  the 
majority  twa 

14.  tntide  Informadort  of  Stockholders.— The  owner  of 
a  share  is  part-owner  of  the  corjJTation,  and  it  would 
seem  that  any  man  should  be  allowed  the  privilege  of 
examining  into  his  own  property.  To  deny  him  this 
pri%'ilege  would  seem  contrary  to  the  character  and  pur- 
pose of  private  property,  yet  minority  stockholders  as  a 
rule  ate  not  permitted  to  investigate  the  books  of  a  cor- 
poration. There  b  a  sound  reason  for  this,  Large  com- 
peting corporations  make  ever)'  effort  to  excel  the  rival, 
j  each  competitor  working  out  new  Inventions,  new  processes, 
Ij  and  trade  secrets  in  the  contest  for  advantage  in  the  mar- 
I  ket.  These  secrets  and  inner  workings  of  a  corporation 
^  are  advantage  jwints  which  0]iposing  competitors  would 
like  to  secure.  Now,  if  your  business  has  secret  advantages 
which  enable  it  to  excel  my  business,  I  would  buy  a  share 
in  your  company  if  that  would  permit  me  to  examine  your 
books  and  thereby  acquire  certain  of  your  a<Ivantage 
points.  To  reveal  or  make  common  knowledge  of  one's 
advantage  points  would  deaden  one's  incentive,  retard 
indi%'ndual  initiative,  and  introduce  a  spirit  of  letharg>'  in 
business.  It  would  have  a  deadening  effect  like  that  pro- 
duced by  public  ownership.  The  conclusion  to  be  drawn 
from  this  reasoning  is  that  the  denying  of  inside  informa- 
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tion  to  the  minority  holder  protects  rather  than  inlringel 
upon  private  property. 

This  is  not  to  deny  that  the  stockholder  should  have 
some  information.  This  he  receives  from  well-man&soJ 
companies  in  regular  reports  issued  annually,  and  in  some 
caaea  even  quarterly  or  monthly.  In  these  reports  iinan- 
dal  iolorraatioD.  such  as  is  contained  in  balance* <iheeLi  aoi! 
income  statements,  is  given  as  well  as  information  regard* 
ing  the  operations  of  the  company. 

IS-  Negotiability  of  Stock-Certificates.— tf  one  owns  a 
iJiajc  of  stock  in  a  corporation,  bi^  ownership  Ls  evidenced 
by  a  written  instrument  called  a  slock -certificate.  The 
stock-certificate  is  not  itself  the  ownership,  any  more  ihui 
a  ticket  is  a  ride  on  a  train.  The  certificate  is  to  the  ovn- 
cr^hip  of  stock  what  a  deed  is  to  the  ownership  of  land:  it 
is  merely  a  written  o-idcncc.  If  you  lose  your  ccrtificale 
or  a  rogue  steals  it,  you  stiU  remain  a  shareholder.  .\  far 
better  cvidc-nce  of  ownership  is  secured  by  referring  (o  the 
books  of  the  company  in  which  are  entered  the  names  of 
stockholders  and  the  number  of  shares  held  by  cacL 
Should  stock <ertificates  be  fully  negotiable?  Should  the 
real  ownership  pass  from  person  to  person  with  the  transfer 
of  the  certificate?  This  is  a  debatable  question  and  the 
ajguments  pro  and  con  may  be  stated  briefly. 

A^irmativi:  (r)  Full  ncgotiahility  would  fadlitate 
for  there  would  not  be  the  delay  and  trouble  of  transfcrri 
names  on  the  books  of  the  com[>any.    (2)  It  would 
stock-cjcchangc  brokers  who  make  investigations  back  of 
the  certificates  to  determine  rightful  owners.     (3)  It  would 
makf  cpniticates  more  nrrq^tahlc  to  banks  for  loans. 

^in  A  certificate  would  render  one 
vu:c\  --'ucd  that  there  would  be  a 
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prauiuin  upon  forgery  and  iheft.  VfTierc  transfers  Ukc 
place  on  the  books  of  the  corporation,  there  is  thought  lo 
be  no  incentive  for  iniquitous  persons  to  steal  or  forge  the 
righiiul  owner's  name  to  a  certificate.  Moreover,  if  cer* 
tificates  were  negotiable,  as  are  national  bank  notes,  there 
would  be  the  danger  of  losing  them,  and  thereby  losing 
one's  ownership  in  the  corporation.  (2)  The  corporation 
would  be  unable  to  keep  a  record  of  its  stockholders.  This 
would  encourage  fraud  on  the  part  of  stockholders  and  ren- 
der it  ver>'  difficult  to  detect  such  fraud.  Cj)  Close  akin 
to  this  last  point  is  the  fact  that  the  responsibility  of  stock- 
holders would  be  lessened  because  they  would  not  be 
known.  The  corporate  form  has  come  into  such  general 
use  and  it  embodie'i  tremendous  capital,  therefore  it  has 
tremendous  powers  either  for  harm  or  for  good. 

Despite  these  negative  arguments,  which  sound  plausible 
when  first  encountered,  the  weight  of  reason,  the  sanction 
of  I^pslation  in  the  important  states  of  the  Union,  and  the 
tendency  of  public  opinion  seem  to  favor  the  full  negotia- 
bility of  stock-certificates.  Laws  making  stock  fully  nego- 
tiable have  been  passed  recentlj'  in  Pennsylvania,  Massa- 
chusetts, New  York,  and  other  states. 

16.  Securing  Funds.— The  corporation  receives  its  funds 
from  those  who  purchase  Its  bonds  or  notes,  and  lliose 
who  buy  its  stock;  it  is  also  aided  by  means  of  loans  at 
banks,  by  those  who  sell  it  goods  on  short-time  credit,  and 
by  the  surplus  or  undivided  earnings  left  in  the  corpora- 
tion. One  who  is  a  large  creditor  of  a  corporation  might 
well  lend  it  assistance  in  times  of  trouble.  His  purpose  in 
maintaining  the  strength  of  the  company  would  be  to  pro- 
tect the  worth  of  the  notes  or  bonds  which  he  holds  ag.iinst 
IL    fiut  it  is  very  unusual  that  a.  small  creditor  assbts  a 
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corporation,  because  he  is  atmost  a]wa>'S  protected  m 
the  first  claims  to  be  settled  are  those  of  the  creditors. 

Stockholders  will  at  times  contribute  to  a  corporatioa  or, 
what  is  the  same,  turn  the  earnings  back  into  the  company 
rather  than  take  them  out  tn  the  forms  of  dividends. 
Stockholders  may  largely  increase  their  dividends  by  con- 
tributing funds  for  the  installation  of  a  new  iroproveinent 
or  method  that  will  augment  earnings.  By  far  the  most 
important  way  in  which  stockholders  aid  corporations  is 
to  turn  the  surplus  back  into  the  working  assets  of  tbc 
company.  To  this  particular  t)!^  of  aid  has  been  attrib- 
uted in  large  part  the  financial  strength  of  the  Carnegie 
Steel,  Baldwin  Locomotive  Works,  the  Lehigh  \''allcy  Rai^ 
road,  and  others.  Shortsighted  stockholders  iosbt  on  im- 
mediate dividends,  even  to  the  extent  of  stunting  the 
growth  of  tlicir  comjiany.  J'arsightcd  stockholders  mil 
not  bleed  the  company,  but  will  enable  it  to  grow  upon 
the  strength  of  its  own  earnings. 

If  one  takes  out  $3o  in  dividends,  he  isolates  It  from  the 
benefits  of  large-scale  business.    Small  isolated  sums  are 
largely  deprived  of  earning  power,  whereas  If  smalt  suns 
arc  allowed  to  remain  in  the  corporation  they  co-operaic 
with  or  become  a  part  of  large  capital,  and  take  on  all  tlK 
advantages  of  large  scale  business.    During  the  growtJi  of 
a  corporation  up  to  the  point  of  largest  elTiciency,  there  i^^ 
an  cver-accekraling  cumulative  strength  gained  by  tumiaff^ 
earnings  back  into  the  company.     If  one  takes  out  %2o  in 
annual  dividends  for  five  years,  he  will  have  received  Sioo, 
but  ordin^inty  If  he  V  i  -  dtvidendi  in  the  compaxiy 

the  price  of  liIs  stock  ■■  increased  more  than  %\<» 

17.  Funds  from  CretUtofE.      ;  bore  are  three  ways  0-' 
seci  i  from  creditors.    F«st, 
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a  company  may  so  manage  lU  business  as  to  keep  itseli 
constantly  indebted  to  trade  creditors.  If  a  manufactur- 
B  ing  or  mercantile  company  buys,  say,  on  ninety  days*  tune 
and  plan.s  its  purchases  at  such  intervals  that  they  may 
be  met  in  large  part  by  notes  receivable,  it  may  carry  on  a 
large  business  relative  to  its  invested  capital.  Assume 
that  a  mercantile  company  so  plans  its  deferred  payments 

I  as  to  keep  itself  constantly  in  debt  t^o.'ooo  to  trade  credi- 
tors; it  would  thus  have  the  use  of  that  sum  of  money  as 
truly  as  if  it  had  made  a  loan  in  the  open  market.  It  would 
have  continually  the  use  of  $50,000  without  interest.  The 
Roman  law  fulfilled  the  logic  of  such  transactions  when  it 
regarded  a  sale  of  goods  on  credit  as  a  sale  for  cash  with  a 
loan  of  the  cash  to  the  buyer  from  the  seller.  Funds  may 
be  secured  from  creditors,  also,  by  the  issue  of  notes  or 
the  issue  of  bonds. 

■  18.  Issuing  Kotes. — If  a  corporation  wishes  to  borrow 
for  a  comparatively  short  period  of  time,  it  will  ordinarily 

^  Issue  notes.    A  note  made  to  a  bank  will  usually  run  not 

■  over  dx  months,  but  notes  sold  to  the  public  are  likely  to 
run  from  two  to  ten  years.  The  denominations  of  notes 
vary  with  circumstances.  If  a  loan  is  made  from  a  single 
large  syndicate,  a  note  may  be  made  for  $50,000  or  $100,000 

I  or  more.  U,  however,  notes  arc  offered  for  sale  to  the 
general  investing  public,  they  Kill  be  issued  in  small  de- 
nominations. 
\  Ko(«s,  as  a  rule,  are  objectionable  as  a  means  of  securing 
^a^ge  sums  of  money.  They  move  too  slowly  to  satisfy 
t^  n*quirement3  of  a  commercial  bank.  On  the  other 
h^nd,  they  do  not  run  long  enough  to  satisfy  the  average 
uidixif/ua.!  who  desires  a  steady  return  from  a  durable 
^^Ckt..    The  time  limit  of  notes  generally  falls  be- 
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tween  the  time  limit  of  banks  and  of  individuals.    The 
issuing  company  has  no  means  of  foretelling  whether  tlic 
public  will  absorb  its  entire  note  issue,  nor  can  it  predin 
the  possibilities  uf  renewing  it.s  notes  if  It  becomes  necet^ 
sary  to  do  so  at  the  date  of  their  expiration.  ^ 

With  these  objections  in  mind,  it  becomes  a  fair  question 
as  to  why  a  corporation  would  ever  issue  notes.  Then; 
are,  however,  occasions  which  make  it  advisable  and  aD 
but  imperative  for  a  corporation  to  issue  notes.  Financiers 
becoming  expert  in  reading  tbe  signs  of  the  times  knov 
the  good  times  and  the  poor  times  for  making  bond  issues- 
If  a  company  is  in  temporary  need  of  finance  at  a  poor 
time  for  a  bond  issue  it  will  be  well  to  issue  short-term 
notes  in  order  to  defer  the  bond  issue.  If  a  company  b 
constructin^j  an  improvement  which  promises  immc 
returns  it  may  be  wise  to  issue  notes. 

19.  Issuing  Bonds. — SctUni^  bonds,  or  selling  notes, 
borrowing  money.  The  written  promise,  secured  or  un- 
secured, of  an  individual  to  pay  is  called  a  note.  The 
^ort-time  written  obligation  of  a  company  is  called  a  note: 
the  written  promise  to  |Kiy  Issued  by  a  government,  or  the 
long-lime  written  obligations  to  pay  issued  by  a  corpora- 
tion is  called  a  bond.  If  you  hold  a  government's  bood 
or  coqwraiion's  bond,  that  government  or  coqxiratioD  ii 
indebted  to  you. 

Is  it  wwe  to  borrow,  or  Is  there  any  sound  reason  for 
remaining  heavily  indebted  to  others?  The  great  majority 
of  persons  will  answer  an  emphatic  "no."  This  disKkc 
(or  debt  if  inl^yU|l^^^m£r  times  businewses  were  not 
anancttd  b^^^^^^^|i^  The  borrowers  were  \hc 
p,„  ..........  rwn  and  their  prr^erty 
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times  of  need.  Deblora  have  been  put  En  stocks,  hanged 
by  the  thumbs,  suffered  long  terms  of  imprisonment,  be- 
cause of  inability  to  pay  their  debts.  Later  the  obligations 
for  debts  came  to  rest  upon  the  individual's  wealth  rather 
than  upon  his  person.  To-day  wealth  i^  its  own  guarantee 
for  the  borrowings  used  to  improve  or  to  create  it.  The 
large  debtor  class  to-day  consists  of  the  wealthy  who  Have 
the  means  to  guarantee  and  thereby  make  possible  large 
borrowingK.  Because  large  indebtedness  yields  large  re- 
turns, the  wealthy  have  become  the  large  debtor  class. 
What  reason  docs  a  fmandcr  have  for  putting  a  million  in 
a  business  rather  than  loaning  it  at  the  market  rate  of 
interest?  He  does  it  simply  because  he  anticipates  a 
larger  return  from  an  investment  in  business  than  from  an 
ordinary  loan.  The  excuse  of  a  business  for  being  is  that 
it  pa>'3  more  than  the  loan  market.  If  one  can  borrow 
funds  at  6  per  cent  and  make  them  cam  ten  per  cent  in 
his  bu.-unes*,  it  will  be  wise  to  borrow.  There  h,  of  course, 
a  limit  beyond  which  a  corporation  should  not  extend  its 
borrowings.  It  is  both  common  practice  and  iiound  policy 
for  progressive  corporations  to  maintain  debts. 

20.  Issuing  Stocks  and  Bonds. — .\  corporation  may  be 
profitable,  enjoying  good-will  and  its  Bccuriiics  in  demand 
at  the  very  time  when  it  is  approaching  decay.  A  plant 
may  be  mined  by  a  change  in  demand.  For  instance,  an 
oil  company  recently  came  to  naught  because  the  oil  de- 
ft posits  became  exhausted.  A  lumber  company  failed  when 
■  by  an  unfavorable  decision  in  court  it  lost  the  title  to  a 
Kboundary  of  timber;  and  a  brick  plant  was  rendered  worth- 
Hkss  when  left  to  one  side  by  a  change  in  the  line  of  trans- 
B  portaticHi  over  which  its  products  moved.  Examples  might 
be  multiplied  of  failures  of  corporations  due  to  new  inveii- 
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tions,  or  processes,  or  fashions,  or  substitutes,  or  exhaus- 
tion of  raw  materials,  or  legal  reverses,  or  manipulations. 

In  any  case  where  danger  threatens  the  future  prosperity 
of  a  corporation  the  management  will  prefer  to  sell  stocks— 
rather  than  bonds.    Sell  your  holdings  wliile  prices  artf 
high;  let  the  price  dwindle  in  another's  hands.    Again, 
coqiorations  find  it  good  |K>licy  not  to  declare  cxce}>tioiul]y 
high  <Uvidends,  for  high  dividends  meet  with  public  dfa- 
favor  and  frequently  cause  expensive  litigation.    This  may 
be  avoided  by  issuing  more  capita]  stock  as  a  stock  divi- 
dend, in  which  no  formal  payment  is  received  by  the  cw-— 
poration  for  the  stock.  ^ 

On  the  other  band,  one  win  prefo-  to  maintain  hb  own- 
ership if  a  business  has  promise  of  increaang  returns.  TTie 
case  would  be  different,  of  course,  should  the  buj-ing  pub- 
lic have  an  exaggerated  estimate  of  the  future  prosperity 
of  a  company.  In  this  case  the  present  price  of  stoci 
would  justify  its  sale.  Buying  stock  is  but  buying  future 
incomes,  and  skilful  promoters  may  deceive  the  buyiag 
public.  Buyers  pay  high  prices  for  stock  at  times  which 
yields  no  returns  at  the  time  of  purchase.  The  antJqpBttd 
future  incomes  discounted  to  their  present  worth  detff- 
mine  the  price  of  a  share  of  stock  or  of  any  other  source  of 
income. 

Ordinarily  the  wise  promoter  studies  his  propositioa 
intensively  and  has  a  truer  foresight  than  the  buying  pub- 
lic. If  his  estimate  of  future  returns  is  higher  than  that 
of  the  public  '  ''t  o^gl^HW— issue  bonds-nitlur 
than  i^^^^Kf  return  an^  ^^h*^^*^ 

large  re:  '      '"  '^ 
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wishing  to  reUin  management  will  sell  bonds.  A  com- 
pany will  sell  bonds,  also,  when  the  borrowed  funds  will 
yield  a  larger  return  than  the  interest  paid  on  the  bonds. 

31.  Qttestionsble  Practices.— The  corporation  is  the 
most  important  and  the  most  efficient  form  of  business 
organization,  and  it  is  at  the  same  time  the  most  efficient 
business  device  at  the  disposal  of  rascals.  At  times  corpo- 
rations arc  so  intricately  devised  that  individual  responsi- 
bility b  completely  hidden.  Among  the  more  common 
reprehensible  acts  of  corporations  are  the  following: 

(i)  Majority  stockholders  sometimes  elect  themselves  to 
office  and  vote  such  large  salaries  upon  themselves  as  to 
deprive  the  minority  stockholder  of  profits.  This,  where 
permitted,  is  legalized  robbery:  it  is  a  means  whereby  one 
confiscates  the  property  of  another.  It  is  not  less  culpable 
than  the  act  of  a  state  official  who  would  surreptitiously 
appropriate  state  funds. 

(2)  Majority  stockholders  determine  the  buj-ing  of  cor- 
porations, and  this  may  enable  them  to  sell  their  own  prop- 
erty to  the  corporation  at  such  prices  as  they  choose.  For 
instance,  let  us  assume  that  a  prominent  corporate  director 
owns  a  near-by  piece  of  land.  He  may  direct  his  corpora- 
tion to  buy  the  land  at  a  figure  named  b)'  himself.  Such 
exorbitant  prices  may  leave  no  profits  for  minority  stock- 
holders. This  practice,  it  should  be  added,  is  illegal  both 
in  common  law  and  under  the  Clayton  Act. 

(3)  Another  means  of  defrauding  minority  stockholders 
is  to  form  a  new  company  to  take  over  the  business  of  the 
oJd  com|)any.  If,  for  instance,  the  managers  of  a  store 
beoooie  well  known,  if  through  honest  dealing  they  acquire 
public  good-win,  they  may  establish  a  new  store  and  carry 
the  trade  with  them. 
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(4)  The  officers  and  direclors  faav«  the  inside  informaUon 
of  a  corporation  and  can  use  it  to  their  own  private  ad\'an- 
tage.  II  they  foresee  a  decline  in  stock  they  can  sell  while 
the  price  is  high,  ami  when  the  price  reaches  the  bottom 
they  can  buy  treasury  stock.  If  they  foresee  a  rise  infl 
stock  they  may  buy  the  stock  of  minority  stockholders 
and  nap  the  advantages  of  a  rise,  or  if  they  anticipate 
that  the  compajiy  is  approaching  receivership  they  may 
trade  slock  for  notes  held  by  creditors.  These  notes  wilt-f 
be  good  because  they  hold  first  lien  against  the  assets  of 
the  company,  whereas  the  stock  may  be  worthless  paper. 
A  partial  remedy  for  such  abuses  is  the  law,  in  New  Yoritj 
State  and  other  places,  making  it  illegal  for  a  director  to  I 
"aeU  short." 

(J)  Directors  may  vote  themselves  fees  for  a-ltcnding. 
meetings.    They  may  be  exorbitant,  and  they  represent  j 
just  so  much  being  subtracted  from  the  stockholders'  divi- 1 
dcnds.    Probably  the  writers  on  the  subject  make  morel 
of  this  abuse  than  is  justified;  it  is  not  unusual,  rather  it  b 
a  common  practice  in  many  corporations,  for  directors  to^ 
get  a  gold  piece  for  attending  meetings. 

(6)  It  is  not  unusual  for  the  directors  to  juggle  ac- 
counts. If  they  wish  to  boost  the  price  of  stock  Ouy 
may  have  the  profits  re^'ealed  and  the  losses  concealed. 
Where  accounts  are  subject  to  audit,  a  good  sbowiag^j 
may  be  made  at  the  date  of  the  balanoe-sbeet  by  bor^B 
rowing  money  which,  as  is  understood  by  private  igree- 
ment.  is  to  be  returned  immediately  afterward.  Fake 
sales  may  give  to  stow,  cheap  stock  an  active,  vatuabl 
appearance.  This  is  a  mean^  of  lipcculaiiun  whcit-by 
books  record  large 
agreement  is  made 
the  stocks  are  to  be ! 
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(7)  UDscnipiiIous  directors  may  inflict  loss  or  even 
bankruptcy  upon  companies  for  whose  management  they 
are  responsible.  This  reduces  the  price  of  stocks  to  a 
minimum,  and  the  controlling  directors  buy  them  up. 
Such  infamy  in  the  past  was  not  an  uncommon  means  of 
defrauding  minority  stockholders. 

(S)  The  last  fonn  of  manipulation  which  I  shall  mention 
is  the  trick  of  cheating  creditors.  The  lowest  type  of  mer- 
chant is  the  one  who  buys  on  credit,  sells,  pockets  the 
money  and  goes  into  bankruptcy.  A  similar  line  of  action 
Is  the  conduct  of  Oie  moiit  inferior  clasw  of  corporate  direc- 
tors, who  borrow  to  the  full  extent  of  their  credit,  split  a 
melon,  allow  the  assets  of  the  company  to  decline,  and  go 
into  bankruptcy.  It  must  be  added  that  such  abuses  are 
very  rare. 

23.  Remedies.— Cunning  rascality  is  fast  becoming  a 
thing  of  the  past  in  business  life.  Laws'crs  are  no  longer 
regarded  as  a  "hunch  of  banditti";  downright  fraud  no 
longer  charactertines  the  activities  of  banks  and  stock 
exchanges;  knding  w  not  now  a  game  of  usur>'.  Sound 
moral  conduct  U  the  pre\*ailing  characteristic  of  modern 
business  activity,  although  there  are  among  us  scoundrels 
who  would  oppress  the  weak,  and  certain  disgraceful  prac- 
tices are  yet  to  be  eradicated.  Many  persons  will  commit 
acts  in  secret  that  they  would  condemn  in  public.  The 
fact  that  men  will  practise  the  highest  order  of  conduct 
when  held  individually  responsible  for  their  acts  makes  it 
imperative  that  we  go  behind  the  legal  person  (corpora- 
id  expose  the  natural  persons,  the  real  perpetrators 
ictices.  Inasmuch  as  men  weigh  their  conduct 
:  opinion,  publicity  is  an  effective  remedy 
f-.Cumuhiive  voting  has  much  promi.se 
give  miuurity  stockholders  rep- 
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resentation  in  the  man;igemcnt,  and  minority  stockhoWcrej 
wouJd  do  well  to  attend  meetings  and  take  an  active  inter- 
est in  their  cor^)oration.  In  the  corporate  by-laws  there 
should  be  inserted  provisions  as  to  the  salaries  of  officers, 
the  limit  to  which  a  auporation  may  incur  debts,  tJie 
amount  of  sun>lus  to  be  set  aside  each  year  and  other  pro- 
^•iaions  for  protection.  A  most  effecti\'e  guarantee  of  busi- 
ness honor  would  be  for  certified  public  accountants  to 
make  frequent  and  searching  investigations  into  the  coo- 
duct  of  Large  businesses. 

33.  Foresight  in  Business. — ^To-day  every  part  of  the 
world  is  doing  business  with  everj-  other  part.  The  enor- 
mous size  of  business  units,  their  complex  relatioosbipi 
with  one  another,  and  their  interdependence  impose  social 
and  moral  conditions  which  were  not  in  the  minds  of  men 
prior  to  the  Industrial  Revolution.  Great  factories  employ 
thousands  of  men  for  olTiccni,  clerks,  agents,  and  laboreis; 
they  buy  and  sell  on  credit  the  world  over.  Modem  busi- 
ness is  based  on  trust  and  confidence;  these  are  absolute 
essentials  both  in  tbc  intcmai  orgaJii^tion  of  single  enter- 
prises and  in  the  business  relationships  of  industries  writk  _ 
one  another.  fl 

Since  enterprises  are  organized  for  future  work,  we  ranst 
have  forethought.  Bu&incss  must  be  conducted  by  hoo- 
orabie  and  foresiRhted  individuals,  or  it  must  be  conductitl 
under  govenunental  restrictions  and  regutatioos.  In  the 
\txy  nature  of  things,  legislators  cannot  be  expected  » 
take  the  far-sighted  \-iew  of  the  higher  type  of  busineiS 
men.  They  feel  the  urgent  pressure  of  consumers  ior 
lower  rates  and  prices;  they  have  the  vole-catching  and 
political  rather  than  the  industrial  point  of  view.  They 
too  often  forget  that  high  prices  aiimuiale  large  crops,  »^ 
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that  paj-ing  rates  make  possible  the  most  efficient  service. 
They  are  capacitated  neither  by  training  nor  position  to 
conduct  industry  intelligently.  Shipping  and  commerce 
under  public  regulation  in  England  during  the  war  is  a 
striking  example  of  bungling  and  waste  at  the  hands  of 
the  inexperienced. 

Reference  so  far  has  been  made  to  the  higher  order  of 
business  men,  but  many  business  men  are  short-sighted, 
arc  actuated  by  the  nearness  of  the  rewurti,  and  are  extor- 
tionate. Fortunately  theirs  is  a  policy  of  self-destruction. 
In  the  Middle  Ages  the  people  thought  that  there  must  be 
public  regulation  of  the  charges  and  services  of  those  who 
produced  common  necessities.  For  instance,  it  was  thought 
that  the  community  was  at  the  mercy  of  a  public  baker, 
and  that  he  could  reduce  the  people  to  penury  through 
starvation  prices.  We  now  reason  that  extortionate  prices 
wouM  react  upon  the  baker,  reducing  him  to  penury. 
Competition  springs  up  to  reduce  unfair  prices,  an<l  an 
indignant  community  welcomes  the  nevrcomens  with  all 
the  trade.  Able  business  men  are  guided  by  considera- 
tions of  public  policy  that  compel  them  to  look  years  and 
even  generations  ahead. 

24.  An  educational  transformation  is  now  In  process.  A 
few  years  ago  business  was  regarded  as  a  game  of  chance 
and  cunning  trickerj-,  and  a  man's  business  was  looked 
upon  as  "his  own  business."  While  men  were  severely 
trained  for  engineering  and  the  so-called  learned  profes- 
^ons,  business  training  was  neglected.  A  man  of  no  apti- 
tude for  anything  else  might  go  into  business,  but  to-day 
special  institutions  are  established  to  train  men  and  women 
for  business.  High  schools  and  universities  throughout  the 
country  arc  adding  departments  of  business  training,  the 
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purpose  of  this  training  beinj;  to  give  to  men  and  vomefl 
a  knowledge  «f  the  scientific  principles  whidi  underlie  and 
guide  bu^ness  phenomena.  One  mastering  this  traininj; 
becomes  possessctl  of  a  public  point  of  view;  he  is  enabtcd 
to  co-operate  with  the  true  mission  of  the  slate,  which 
would  make  private  acquisition  cotndde  with  social  prfr  ^ 
duction.  f 

We  have  seen  how  unprincipled  competitors  tend  to 
lower  the  standard  of  competition.  By  paying  low  wages, 
requiring  long  hours  and  by  refusing  to  put  in  safety 
appliances,  they  can  produce  cheaper,  and  undersell  and 
drive  worthy  competitors  from  the  market.  In  sclf-dcfensc 
worthy  competitors  arc  forced  to  the  low  standard  set  by 
the  unworthy.  Wc  shall  now  see  how  the  unfittest  tend 
to  bring  burdensome  legislation  upon  the  fittest.  ^ 

The  people  must  resort  tolcgislation  for  protection  against 
corporate  abuses.  It  was  the  short-sighted  and  extortion- 
ate methods  of  certain  railway  officials  which  brought  the 
railroads  under  the  burdensome,  but  necessary,  restrictions 
of  the  Interstate  Commerce  Law  and  succeeding  legislation. 
If  these  taws  put  the  railroads  to  cost  and  inconvenience, 
they  must  be  last  to  complain,  for  why  did  they  unwit- 
tingly force  the  public  to  its  last  resort  for  self-defense  P 
They  were  the  least  fit  corporate  directors  whose  unfair 
methods  forced  the  public  to  enact  and  enforce  trust  legis- 
lation. A  wise  policy  rigorously  enforced  on  the  part  o( 
business  men  would  have  been  more  lucrative  in  the  long 
run.  would  have  spared  the  necessity  of  burdensome  l^is- 
lation,  would  have  avoided  much  expensive  litigation,  and 
above  all,  would  have  given  the  public  trust  and  confi- 
dence rather  than  di^itniyt  and  dislike  lor  the  corporate 
industries  of  the  • 
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Sound  bu^ncss  practice  reaches  beyond  the  internal 
workings  of  an  industr}',  for  industries  have  a  |nihlic  respon- 
sibility and  must  fit  thrir  pnlinVs  into  the  general  scheme 
of  social  weM-beinp.  Much,  not  all,  state  regulation  is  a 
necessary  evil  and  is  necessitated  by  the  short-sighted  who 
are  ignorant  of  their  own  self-interest.  The  chief  means 
of  hastening  <jur  educational  process  is  publicity.  We  must 
be  educated  to  aclcarund'Tstandingof  directors'  responsi- 
bility. Under  the  corporate  form  their  borrowing  power  is 
increased  and  their  personal  liability  is  diminished,  and 
they  are  permitted  to  speculate  mth  other  people's  money. 
This  is  a  patent  cause  of  unintelligent  abuse  of  the  corpo- 
rate form.  Increased  power  and  diminbhed  responsibility 
form  a  dangerous  compound.  While  the  corporate  form 
increa.se«  productive  power,  it  also  increases  acquisitive 
power;  It  is  a  license  for  the  unscrupulous  unless  the  sense 
of  respanKibility  is  made  commensurate  with  the  sense  of 
power. 


aj.  Exercises.^i.  The  individual  may  own  ftal  prop- 
erly, prrsonal  properly,  and  llie  right  to  do  something  to 
the  exclusion  of  other3.  Examples  of  such  rights  are  pat- 
ents, copyrights,  trade-marks,  Jranchises.  Defme  each  of  the 
terms  italicized. 

2.  What  bearing  does  the  safeguarding  of  the  public 
welfare  have  ufjon  the  limitations  of  private  property? 

3.  What  is  the  object  of  forming  a  partnership?  What 
are  its  chief  characteristics? 

4'  Jones  loans  a  &mi— Smith  and  Brown-  $10,000  to  be 
invested  in  the  busineKS,  with  the  understanding  that  he  is 
to  receive  unt-lhird  of  the  profiLs.  Watt  sells  goods  to  the 
firm.  Watt  sues  Jones  as  a  partner  along  tt-ith  Smith  and 
Brown.     Is  Jones  Ibble  to  Watt  ? 

Would  Jones  be  liable  as  a  partner  if  it  were  agreed  that 
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he  should  receive  6  per  cent  In  any  case  and  1 5  per  cent  of 
the  profits  P 

5.  Two  views  of  partnerships:  (a)  A  partnership  has  no 
»)tity  apart  from  the  persons  who  com})ose  it,  1.  e.,  a  part- 
Dcrship  IS  a  buiic]  or  agency  of  indivuluaLs  for  convcaiCDCc 
of  business,  and  so  all  income  from  partnership  opcralioa 
is  individual  income;  {b)  partnership  has  an  entity  as 
distinct  from  the  individuaJs  who  compose  it  as  if  it  wersj 
a  corporation. 

Would  a  partnership  have  to  pay  an  income  tax  tst 
is  administered  according  to  the  &rst  view?  the  seoaod' 
view?    (Contrast  the  act  of  October  3,  1913,  with  the  act 
of  September  8,  iqi6,  on  this  point.    At  this  writing  a 
proposed  law  adheres  strictly  to  the  first  view  above  moi- 
tbned.) 

6.  How  does  a  joint-stock  association  differ  from  (he 
ordinary  partnership?  How  do  they  resemble  partna- 
ahips? 

7.  Paragraph  S  speaks  of  a  corporation  as  an  artificial 
Pfrton;  other  terms  might  have  been  used,  as  legal  person, 
kgai  entity.    What  is  meant? 

8.  Distinguish  a  share  of  stock  from  a  stock  certificate. 
How  is  stock  transferred  ? 

9.  Explain  how  directors  are  usually  chosen,  and  enii- 
merate  their  powers.  Do  you  favor  cumulative  voting? 
Why  or  why  not  ? 

10.  Who  is  a  stockholder?  What  are  his  rights?  May 
he  have  more  than  one  vote?  Does  he  declare  dividends? 
If  not.  who  does  ?    What  is  a  diudend,  and  who  gets  it  ? 

11.  What  are  the  functions  of  a  receiver?  By  whom  is 
he  employed  ?  What  is  a  receiver's  certificate  ?  Is  it  more 
or  less  desirable  than  a  bond?  (For  answer  sec  any  bock 
on  corporation  finance.) 

13.  In  raising  funds  under  what  conditions  would  yov 
think  it  advisable  to  issue  notes?  bonds?  preferred  stock? 
common  stock  ? 

13.  Summarize  the  questionable  practices  of  corpora- 
tions that  are  outlined  in  this  chapter.    How  doe: 
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creadng  fore^ght  in  business  (paragraph  33)  tend  to  eradi- 
cate these  practices  ? 

14.  A  corporation  may  be  dissolved  by  the  expiration  of 
the  time  for  which  it  was  chartered,  or  by  the  decree  of  a 
ccurl  for  various  causes  such  as  insolvency,  non-use  of  fran- 
chise, abuse  of  charter  powers,  violation  of  law , /rauduieM 
and  iUegai  acts.  The  directors  or  stockholders  may  apply 
for  permission  to  surrender  the  charter  whenever  they 
deem  such  a  course  beneficial  to  the  interests  of  the  stock- 
holders. Upon  dissolution,  »ftcr  all  debts  and  claims  arc 
paid,  the  remaining  assets  are  divided  among  the  stock- 
holders in  proportion  to  their  holdings.    (Hudcut.) 

(a)  Define  the  italicized  words. 

(6)  Prcjjare  and  an>wtr  (in  writing)  four  questions  based 
upon  Uuilcut's  statement. 


CHAPTER  XXV 
LARGE-SCALE  PRODUCTION  AND   MONOPOLY 

1.  Control  by  best  taleoL  2.  Selection  of  men.  3.  Distribution  of 
talent.  4.  Staadardixation  luds  the  purchaser.  5.  Steady  demand  in  a 
broad  market.  6.  The  quantity  of  demand.  7.  Other  advantages  of  large 
production,  with  or  without  montqioly  power.  8.  The  beat  3i«  of  esUb- 
lishmenL  9.  Some  advantages  of  nioa<^Kily.  10.  Cutthroat  competitioD. 
II.  Two  types  of  establishments.  13.  Lower  costs  from  costliei  tools.  13. 
The  cost  of  tools  limited  by  saving.  14.  The  competitor.  15.  Facton 
should  reproduce  themselves.  16.  Monopoly  control.  17.  Advertising 
waste.  18.  Salesmanship.  19.  Inequality  of  classes.  30.  Elimination  of 
independent  businesses.  11.  Monopoly  deadens  initiative.  33.  Summary 
and  conclusion.     13.  Conduaon  of  chapter.     94.  Exensses. 

The  student  must  be  on  bis  guard  against  confu^ 
large  production  with  monopoly.  Some  purely  competi- 
tive concerns  are  far  more  wealthy  and  powerful  than  are 
some  monopolies.  Size  is  not  the  distinguishing  feature 
between  competition  and  monopoly.  But  large  competi- 
tive production  and  monopoly  have  many  of  the  same  ad- 
vantages. 

I.  Control  by  Best  Talent. — The  large  establishment, 
competitive  or  monopolistic,  comes  to  be  directed  by  supe- 
rior talent.  Real  genius  is  rare  in  any  kind  of  activity,  as 
rare  in  business  as  in  letters  or  in  military  leadership.  If, 
in  a  single  line  of  business,  there  are  fifty  individual,  one- 
man  concerns,  all  will  not  be  directed  by  high-grade  talenL 
The  wastes  of  inefficiency  attend  the  self-seeking  activities 
of  the  mediocre.  If,  however,  these  fifty  concerns  are 
united  under  the  control  of  an  able  director,  the  result  will 
be  that  the  labor,  raw  material,  and  machinery  will  be 
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efTectively  co-ordinated.  I^rge  production  furnishes  the 
ont)'  means  whereby  the  few  able  generals  of  industry  may 
control.  And  the  wisest  utilization  of  the  agencies  of  pro- 
duction Is  the  sole  guarantee  of  the  largest  industrial  out- 
put. 

2.  Selection  of  Men. — Methods  of  precision  characterize 
the  large  industrial  business  or  combination.  A  severe 
system  of  selection  brings  the  trained  intellect  to  the  fore, 
where,  as  in  large  production,  fitness  is  the  test  for  place 
and  ranking.  Men  in  the  ranks  are  watched,  timed,  and 
graded  for  long  periods  of  time.  It  is  to  the  self-interest 
of  the  employer  to  promote  and,  therefore,  hold  the  right 
man.  A  condition  in  which  labor  is  congregated  and  capi- 
tal combined  is  in  sharp  contrast  with  the  condition  where 
one-man  concerns  are  competing-  The  large  and  well- 
managed  e<itabli&hment  has  a  number  of  departments,  and 
in  the  course  of  his  development  the  young  man  has  an 
opportunity  to  be  tried  out  in  the  several  fields  of  labor. 
One  may  be  a  natural  salesman  and  al  the  same  time  have 
little  or  no  ability  as  a  manager.  Superior  talent  has  its 
limitations,  and  the  large  corporation  furnishes  the  several 
opportunities  in  which  the  young  man  may  be  tested  and 
his  natural  ad^tabiUty  discovered.  Cmler  the  so-called 
Emerson  efficiency  method  of  wage  payment,  if  a  laborer 
is  not  80  per  cent  cfticient— mathematically  calculated-  he 
is  put  to  another  task.  Only  a  large  business  could  a^ord 
aD  the  preliminary  studies  necessary  to  install  such  a 
system. 

In  early  times  the  father  left  the  control  of  the  business 
to  his  children.  This  succession  was  not  determined  by 
the  fitness  of  the  child,  .'^gain,  it  requires  but  little  capital 
to  start  a  small  busmess.    The  ease  of  starting  such  an 
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entetprise  is  an  open  in^'itation  to  the  unfit,  and.  in  tbe 
aggregate,  it  means  a  vast  waste  of  productive  capacity. 
IL  ij  estimated  ihat  20  per  cent  of  the  p-rrsonnd  of  tbc 
small  retail  groceries  changes  each  yvar.  These  changes 
represent  a  want  of  scientific  knowlt-<lgc,  a  haphazard  or 
rule-of-thumb  procedure  which  a^regates  enormous  social 
waste. 

Macrosly's  words  are  well  chosen;  "Rule  of  thumb  b 
dead  in  the  workshop;  the  day  is  with  the  engineer  and 
the  chemist  with  their  methods  of  precision;  in  the  coaiit- 
ing-housc  and  board-room  there  is  no  longer  a  place  lor 
the  huckster,  or  gambler;  the  future  is  with  the  commerdal 
statesman,  whether  in  a  large  individual  business  or  a 
combination."' 

3.  Distribution  of  Talent.— "The  advantage  of  manage- 
ment by  the  best  talent  is  a  matter  also  of  the  proper  dis- 
tribution of  talent.  Some  man  in  his  independent  csub- 
lishment  may  have  been  peculiarly  successful  on  account 
of  his  skill  as  a  salesman;  another,  on  account  of  his  organ- 
izing  ability;  a  third,  on  account  of  his  special  tcchnksl 
knowledge,  and  so  on.  If  these  various  competing  csMiy 
hshmcnts  all  unite  into  one,  to  each  man  can  be  gi^'ca 
the  dq>artmcnC  for  which  he  is  peculiarly  adapted,  and  in 
that  way  the  joint  establishment  gets  the  advantage  of 
the  peculiar  skill  of  each."* 

4.  Standaidization  Aids  the  Purchaser. — There  arc  feir 
skilled  buyers;  one  may  have  bargaining  power  and  j-et  be 
a  poor  judge  of  quality.  The  good  buyer  must  be  a  judge 
of  men  as  well  as  of  goods;  he  must  be  a  judge  of  the  mar- 
ket in  order  to  anticipate  demand,  and  to  take  advantage 

t  H.  W.  MKiosty,  Tbe  TViot  M«vnB»t  is  Bnibfe  biduUiy,  p.  iSl- 
*Jeala,  TlieTVust  PnUem,  p.  4<- 
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<rf  the  varying  conditions  of  supply.  AMc  buyers  com- 
mand large  salaries  because  there  are  so  few  of  them. 
Moreover,  the  knowledge  of  expert  buyers  is  limited  to 
one  or,  at  most,  to  two  or  three  kinds  of  goods.  This 
being  true,  how  can  the  average  consumer  be  guaranteed  a 
wise  purchase  in  our  modern  complex  markets?  A  large 
number  of  small  producers  but  adds  to  his  confusion,  thus 
making  a  purchase  little  more  than  a  gamble.  The  large 
estabtlthmcnt,  however,  standardizes  its  output  anri  main- 
tains a  uniformly  good  quality.  Its  trade-mark  gradually 
becomes  a  gxiarantee  of  quality  and  thus  a  protection  to 
the  unskilled  buyer. 

5.  Steady  Demand  In  a  Broad  Market. — The  large  com- 
bination can  extend  its  business  over  a  broad  territory, 
whereas,  generally  speaking,  the  small  establishment  is 
limited  to  a  smaller  territory.  The  local  concern  is  sub- 
ject to  local  conditions  of  prosperity  or  depression.  But 
the  large  business  covering  a  vast  territor>'  is  not  neces- 
sarily embarrassed  by  a  local  depression.  The  depression 
in  one  locality  may  be  offset  by  the  prosperity  in  another. 
The  local  demand,  moreover,  is  altogether  seasonal  in 
many  cases.  This  compels  the  local  producer  to  suffer  the 
inconveniences  oC  an  irregular  demand.  He  is  confronted 
with  the  problems  of  maintaining  bis  labor  supply,  of  stor- 
ing goods  produced  out  of  season,  of  making  satUfactory 
agreements  with  the  suppliers  of  raw  material,  and  of  the 
constant  utilization  of  his  plant. 

A  specific  case  will  reveal  some  of  the  chief  advantages 
of  a  broad  market.  A  dealer  In  lawn-mowcre  informs  me 
that  his  company  sells  machines  in  this  country,  Australia, 
Central  and  South  America,  and  in  Europe.  There  is 
always  a  mowing-season  somewhere  within  this  vast  area. 
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At  tbos«  times  of  the  year,  when  large  orders  ar«  coming  in 
from  South  Araerica  there  will  be  practically  no  orders  from 
North  America.    Excepting  a  jMrrJod  of  about  six  weeks, 
orders  will  be  coming  in  from  some  parts  of  the  world. 
During  tfae&c  six  weeks  the  plant  is  run  at  full  speed,  and^| 
the  machines  produced  during  this  jKriod  are  loaded  on^^ 
slow  boats,  which  reach  the  Padfic  Coast  in  lime  for  the 
opening  of  the  market  there.     These  slow  shipments  1^^| 
boats  arc  less  expensive  than  shipment  by  rail  " 

This  broad  market  makes  a  constant  demand;  it  enables 
the  plant  to  run  the  entire  year;  it  avoids  the  necessity  of 
c3rr>'ing  a  large  idle  stock  for  considerable  portions  of  time. 

6.  The  Quantity  of  Demand. — The  stock  of  a  lar|:e  sell- 
ing establishment  which  sells  loo  units  of  a  particular 
commodity  a  week  may  be  much  less  than  the  aggregate 
stock  of  twenty-five  concerns  whose  combined  sales  are 
loo  units  a  week.  To  make  this  clear,  let  us  study  the 
variations  of  demand.  First,  demand  varies  with  times 
and  seasons.  Lawn-mowers  are  demanded  in  the  season 
when  the  gra<L«i  begins  to  grow,  overcoats  in  the  fall,  and 
straw  hats  in  the  spring.  Second,  demands  arc  ephemeral. 
If  the  fashion  leaders  appear  in  russet  shoes,  the  demand 
for  such  shoes  vdll  begin,  grow  into  a  "craze,"  then  de- 
cline, and  ultimately  die.  A  skilful  buyer  can  fairly  prerH 
diet  the  demand  in  such  cases.  ^| 

Third,  there  are  chance  variations  of  demand.  One  day 
hair-bnishcs  arc  called  for,  the  next  day  many  tooth* 
brushes,  the  third  day  neither.  The  merchant  kills  his  busi- 
ness by  always  being  "just  out"  of  the  particular  good  the 
customer  wants.  The  merchant  must  carry  a  stock  which 
in  variety  and  amount  will  meet  these  chance  variations  of 
demand.    Customers  will  pass  by  a  dozen  small  shops  ia 
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order  to  trade  with  the  big  store,  because  they  know  that 
they  can  usually  get  what  they  want  in  the  big  store. 

The  small  shop  has  no  basis  for  fig:uring  these  chance 
variations,  and  must  therefore  carr}'  a  large  idle  or  rcserN'c 
stock  in  order  to  compete  successfully  with  the  large  store. 
On  the  other  hand,  the  store  which  is  making  a  large  vol- 
ume of  sales  can  closely  approximate  these  chance  varia- 
tions. The  larger  the  number  of  indi\ndual  sales  the 
greater  Is  the  tendency  to  maintain  a  constant  daily  mean 
or  average  number  of  sales.  It  has  been  calculated  that 
if  a  large  store  sells  64  times  as  many  goods  as  a  small 
store,  it  will  have  to  carry  a  stock  not  64  times  as  large, 
but  only  8  times  as  large.  Now,  since  it  sells  64  times  as 
many  goods  and  carries  a  stock  only  8  times  as  large,  the 
stock  charge  on  a  single  articJe  will  be  only  onc-cigbtfa  as 
much  in  the  large  as  in  the  small  store.  If  one  merchant 
supplies  a  town  he  will  have  to  carry  but  one-eighth  as 
many  goods  as  would  64  competing  merchants.' 

7.  Other  advantages  of  large  producdon,  with  or  without 
monopoly,  power,  may  be  expressed  in  the  following  sum- 
mary form: 

(a)  For  the  handling  of  massive  materials  the  large  con- 
cern is  equipped  with  the  best  facilities. 

(6)  The  large  concern  enjoys  the  full  advantages  of  a 


■  It  is  Mid  in  Professor  Ely'n  Mnnoixilm  iind  TniEts  that  "The  maihe- 
,  nUiatl  theory  of  probability  teaches  that  the  lirger  the  number  of  bdl- 
Vftriatiafui  around  »a  underlying  mtan,  the  greater  the  icfldenry 
'«(  thetc  varixtiona  to  give  a  steady  value  vt  that  mean,  TEvK  running 
over  tend  more  and  more  to  Lalaace  thoae  nmning  undcri  and,  Mcordini; 
(O  the  llMflty,  the  mean  of  a  nutiibcr  of  vaiUtiom  diffcn  from  the  tnie  under- 
lying mean  by  a  quantity  irar^'ing  inrtrxly  as  the  w)uarc  root  of  the  total 
number  oF  variations"  See  Merriman,  Tul'Boolc  of  Least  Squares,  p.  89. 
or  any  other  worli  on  the  subject.  The  above  exanipla  art  fonnd  In  Dr. 
Ely's  book. 
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division  of  tabor,  of  ««parate  deparunents,  and  it  can  buy  ^^ 
the  very  best  machinery.  ^M 

(c)  The  large  factory  saves  by-fvoducts.  Cottonseed  h  a 
by-product  of  cotton  fibre;  hide,  bone,  and  fats  are  by- 
products of  meal.  Under  the  old  hand-processes  it  did 
not  pay  to  save  cottonseed,  but  under  new  processes  ill 
is  accumulated  in  large  quantities  and  converted  into 
valuable  products. 

(rf)  The  Standard  Oil  Company  matnlattts  an  txpcrimcnl 
station  in  which  there  arc  made  chemical  invciitigatioiis  oi 
the  most  elaborate  and  extensive  kind.  In  fact,  a  regular 
investigating  department  is  devoted  to  the  problem  of 
fully  utilizing  all  the  elements  of  crude  oil.  As  a  consul 
quence,  that  company  has  in  the  market  over  three 
hundred  by-products.  Many  of  these  valuable  products 
are  made  from  parts  of  the  oil  which  would  have  been 
thrown  away  by  a  small  plant.  A  large  automobile  con- 
cern \A  reported  to  have  set  aside  $5,000,000  with  which 
to  perfect  a  tractor.  No  small  company  could  do  this. 
There  arc  numerous  social  and  industrial  needs  which  cani 
be  served  only  by  large  capital. 

(e)  Small  concerns  suffer  more  from  bad  dtbis  than  do] 
krge  concerns,  especially  those  with  some  monopoly' 
power.  Keen  competition  causes  a  rather  liberal  erten- 
sion  of  credit.  When  the  American  Steel  and  Wire  Com- 
pany was  formed  the  loss  from  bad  debts  for  the  ccHistltu- 
cnt  companies  was  reduced  from  K  of  i  per  cent  to  }^  of  i 
per  cent.  ^B 

(/)  Cross-Jrcighis  often  aggregate  a  large  total  loss  for^^ 
a  number  of  competing  companies.     In  a  large  country 
like  this  freight  rates  are  significant  items  in  the  sale  olj 
goods.     If  an  oil-rcfining  company  in  New  Jersey  supplies . 
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customers  in  Illinois,  while  a  refinery  near  Chicago  supplies 
cu3toracrs  in  New  Jersey',  there  must  be  large  and  unneces- 
gary  (rdght  costs.  Should  these  companies  combine  under 
one  management  freights  would  be  iiaved  because  customers 
would  bf  supplied  from  the  nearest  refinery.  It  is  esti- 
mated that  $500,000  was  saved  ojmually  in  cross-freights 
by  the  formation  of  the  American  Steel  and  Wire  Com- 
pany. 

(^)  Cross-ddheries  in  cities  are  no  less  wasteful  than  are 
cross- freights.  The  following  statement  may  be  far  from 
accurate,  but  it  is  suggestive.  Thctic  figures  wetL-  dis- 
played in  1912  at  a  national  dairy  show  at  Chicago.  It 
represents  the  actual  wastes  of  the  present  distribution  of 
milk  in  an  American  city. 


Praent  SyHcm 
173  dUuibuion,  rtquIHng  the  kt- 

vicesof: 
356  men  incl  nuny  (ainilies. 

305  milk -wagons, 

2,509  milci  of  <]divcrlng  63^300 
quHts  to  4SJ0OO  homci. 

t'j6fiao  invesited  in  miik-room  equip- 
ment. 

tio8,8oo  invtsted  in  honea  sad  wig- 

ou;  tiSifjoo  totAl  invcainicint. 
ti,ooo  d*Jly  oat  o(  distribution. 
SjaoAOo  lotsl  ycftdy  cmt. 


An  EffleiaU  System 
A  ximpic  efllcSeot  afency  could  no- 

der  »uprrior  service  with: 
90  men. 
JO  hones. 
>S  tiotx^rawn  trucks  and  6  mator- 

tnicka^ 

300  Duin  travel. 

$75/wo  equipment  of  one  saniiaiy 
mtlk-depoL 

$100,000  building  and  real  estate. 
I600  daily  cost  of  disuibution. 
$110,000  jmrly  owl  ol  ilistrlbulion. 


Resulting  economics;  belter  service,  purer  milk,  $500,000 
saving  a  year,  or  over  66?i  per  cent.' 

(A)  The  capacity  of  a  number  of  competitors  often  excels 
the  needs  fur  the  output.     Prior  to  the  formation  of  the 

'  Thi«  example  uJcen  from  Iklatt^rials  lor  ihc  Study  of  Klcmentary  Eco- 
OORUcs  ([>.  41 1)  by  Marshal,  WriKht  am)  K>«ld.   Chicago  UnivcrNly  Prnt. 
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Whiskey  Trust  the  distillers  had  probably  60  per  centj 
more  capacity  than  the  market  required.  When  the  trustJ 
was  formed  it  closed  a  number  of  the  weaker  distilleries 
and  ran  the  more  efficient  ones  constantly.  This  tended 
to  make  the  business  more  steady,  to  keep  the  labor  em- 
ployed, and  to  enable  the  idle  distilleries  to  be  transferred 
to  other  lines  of  employment. 

(O  The  Jormaiion  oj  agencies  to  seU  the  ou^ut  of  a  num-  j 
ber  of  companies  may  frequently  result  in  large  savings.  B 
For  instance,  there  are  a  large  number  of  small  competing 
coal  companies  in  Indiana.  "The  Indiana  coals,"  says 
President  Van  Hise,  "are  of  a  kind  that  deteriorate  rapidly 
when  taken  out  of  the  mine.  Several  varieties  and  m«s 
of  coal  arc  produced;  to  obtain  one  size,  other  sizes  must 
be  mode.  If  an  order  comes  to  a  mine  for  a  certain  ^, 
corresponding  orders  may  not  come  for  the  other  sizes,  but 
such  orders  may  come  to  an  adjacent  mine.  If  a  group  of 
mines  may  co-operate  so  that  the  orders  will  equalize  them- 
selves among  the  different  varieties  and  siaes  of  coal, 
evident  the  waste  will  be  greatly  reduced."* 

8.  The  Best  Size  of  Establishment. — AU  of  the  above" 
advantages,  which  have  been  alleged  by  different  scholars 
in  favor  of  combination,  may  be  enjoyed  by  the  large  com- 
petitor as  well  as  by  the  monopoly.  1  he  large  competitive 
establishment  may  be  manned  by  superior  talent,  and  do 
business  throughout  an  extended  market.  The  large  com- 
petitive establishment  has  a  demand,  is  equipped  with  the 
best  facilities,  enjoys  a  division  of  labor,  saves  by-products, 
and  maintains  an  investigating  department.  It  can  so 
locate  its  plants  us  to  save  in  cross-freights,  and  it  can 
adjust  its  capacity  to  its  market. 

■  GxiccDtnilion  and  C«ntfol,  p.  gs. 
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We  might  enumerate  arguments  pro  and  can  on  the 
question  of  the  best  size  of  establishments.  But  the  whole 
argument  briefly  and  accurately  summarizes  itself  in  this: 
there  is  but  one  best  adjustment  of  means  to  the  end  of  the 
greatest  net  return.  This  bcsl  adjustment  would  not  con- 
tain relatively  short  or  long  factors;  it  would  not  have  too 
much  building  for  the  machinco'>  oi"  Fewer  laborers  than 
the  machinery  demanded.  It  would  have  neither  a  short- 
age nor  an  ovcrsupply  of  raw  materials  or  managerial 
ability.  There  would  be  a  proper  proportionality  of  all 
the  factors  to  one  another  throughout  the  establishment. 
This  is  but  half  of  the  story  and  the  other  half  is  that  the 
establishment  must  be  properly  adjusted  to  the  extent  of 
the  market. 

9.  Some  Advantages  of  Monopoly.— Apart  from  the 
problems  of  size  and  proportionality  there  arc  certain  con- 
siderations which  seem  to  favor  monopoly.  A  brief  sur- 
vey of  the  arguments  for  and  against  monopoly  will  follow. 
Among  the  advantages  of  monopoly  now  to  be  considered 
are:  the  elimination  of  cutthroat  ccffopetition,  the  sa\ing 
of  invested  capital  through  a  proper  installation  of  im- 
provements, the  reduction  of  the  costs  of  advertising  and 
selling. 

10.  Cutthroat  Competition. — Assume  a  number,  say  ten, 
of  competitors  who  are  producing  a  commodity  the  cost  per 
unit  of  which  diminishes  as  the  volume  of  output  increases. 
It  will  most  certainly  be  to  the  advantage  of  each  competi- 
tor to  broaden  his  market  and  increase  the  number  of  his 
sales  in  order  that  he  may  increase  his  production.  By 
enlarging  his  production,  the  cost  per  unit  of  output  dimin- 
ishes, anti,  if  fortune  favors  him,  he  can  undersell  and  drive 
his  competitors  from  the  market.    Obviously  each  com- 
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pditor  vi-iU  dc^re  to  be  the  largest  producer  and  vill, 
therefore,  lower  his  price  in  order  to  lake  the  maiicL 
From  the  fact  that  each  concern  desires  to  be  the  largot, 
it  follows  that  the  total  productive  capacity  of  the  tea 
coQcerns  above  assumed  outgrows  the  total  demand  d 
the  market  for  their  producL  Cutthroat  competition  be- 
tween thtfsc  producers  will  tend  to  destroy  the  gains  far 
each  and  all.  This,  moreover,  means  a  large  social  vraue, 
for  when  productive  cajxiclty  overreaches  the  demand  the 
several  plants  must  he  idle  a  considerable  [wrtion  of  the 
time.  These  competitors  will  sooner  or  later  deem  it  iree 
to  form  a  combination  to  r^ulate  prices  and  to  restrict  tk 
output  in  the  interest  of  all.  Thus  it  is  seen  bow  cutthrut 
competition  results  in  combination  and  mon(^)oly. 

II.  Two  Types  of  EstabUstuneots. ^Productive  cstab-     , 
lishments  may  be  di\-ided  into  two  classes  iritb  respect  to  fl 
overhead  costs.    A  railroad  is  tvpical  of  one  class.   It 
must  have  large  invested  capital  in  the  form  of  rights  cf 
way,  road-bed,  stations,  terminals,  and  the  like.    It  must 
ha\'e  these  facilities  whether  the  traffic  be  light  or  beaty, 
whether  it  tramports  a  thousand  or  a  hundred  thousiod 
car-loads  of  goods.    Once  the  equipment  b  provided,  tiie 
particular  or  special  cost  of  trau^>orting  an  additional 
passenger  or  cooimodity  to  a  certain  point  is  ne^jgibb- 
General  costs  or  overhead  charges  are  vczy  high  io  OM- 
pajison  with  particular  co^s.     There  arc  many  mddftnes 
in  which  overhead  ciiaiscs  arc  very  high  in  compuiw* 
with  particular  costs-     Some  of  them  are:  iron  and  sMl    Jl 
bbst-furoaos,  beeC-sngir,  cement,  paper  and  wood  pulp-      ^ 

In  other  industries  partjcular  costs  are  high  in  compftn- 
son  with  ovobead  diug«-  Tbc  making  of  mllHaery  and 
lace  goods  is  hitdy  a  matter  of  iatSvidaal  skm,  and  a<M 
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not  require  a  heavy  investment  of  fuied  capital.  Clothing, 
signs,  and  advertising  novelties,  some  kinds  of  printing  and 
publishing  arc  exemplar)'  of  this  class. 

Industries  in  (he  latter  class  can  adopt  new  improvo 
ments  with  comparatively'  little  inconvenience  or,  generally 
speaking,  they  may  turn  to  a  new  and  different  line  of 
business  without  material  sacrifice.  If  the  opening  up  of 
a  new  car-line  cats  too  heavily  into  hts  profits,  the  owner 
of  a  line  of  jitney-bu!^«s  can  either  select  a  new  line  or, 
through  trade,  convert  his  property  Into  the  form  of  a 
grocerj'-store.  But  the  case  is  entirely  different  where  the 
investment  is  largely  in  the  form  of  fixed  capital  which 
could  be  used  in  no  other  capacity. 

la.  Lower  Costs  from  Costlier  Tools.^The  rapidity  with 
which  mechanical  inventions  follow  one  another  is  amaz- 
ing. Valuable  machinery  may  become  obsolescent  over  a 
week's  end.  At  any  time  important  changes  are  apt  to 
arise,  the  installation  of  which  would  work  general  revi- 
sion  throughout  a  factory.  Should  each  producer  be 
ready  on  a  moment's  notice  to  act  with  fearless  vigor 
in  scrapping  the  old  and  substituting  the  latest  improve- 
ments, even  though  mich  change  would  render  the  pre- 
vious investment  worthless? 

One's  self-interest  calls  for  the  largest  net  gain.  But 
the  conditions  for  acquiring  net  gain  vary  with  the  change 
of  drcurostiinces.  If  land  advances  in  price  anri  wages 
double,  the  high  cost  of  these  factors  will  not  justify  the 
farmer  in  maintaining  cheap  or  obsolescent  tools.  In 
keeping  with  the  law  of  proportionality,  he  should  scrap 
the  okl  and  stock  up  with  superior  tools,  for  when  his  tools 
are  inefTcctive  he  must  employ  more  of  costly  labor  and 
use  mure  of  high-priced  land  to  produce  a  given  crop.    To 
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retain  a  tool  or  machine  in  use  oftentimes  proves  to  be  far 
more  costly  than  the  onginal  purchase-price  of  such  agcDt 
The  cost  of  a  superior  tool  may  be  far  more  than  ofTset  by 
the  sa\ing  in  wages  and  land  rent. 

13.  The  Cost  of  Tools  Limited  by  Saving.— But  the 
extra  cost  for  tools  must  not  exceed  the  sa^-ing  in  rent  and ' 
wages.  You  lose  tf  the  cost  for  improved  tools  is  $500, 
while  the  saWng  in  rent  and  wages  is  only  $400.  Indus- 
tries with  large  fixed  capital  must  make  sure  that  addi- 
tional earnings  will  be  large  before  the  old  is  scrapped  and 
the  new  installed. 

If  your  plant  represents  a  fixed  capital  of  $10,000  who 
annual  earnings  antount  to  S500,  the  complete  installation ' 
of  improved  machinery,  costing,  say,  Sio,ooo,  will  destroy 
the  old  plant,  let  us  assume,  £is  if  a  fire  had  levelled  it  to 
the  ground.  No  argument  is  needed  to  show  that  your 
loss  in  the  form  of  the  old  plant  is  S  10,000.  Would  the 
new  installation  pay?  ^M 

The  loss  in  the  form  of  the  old  plant  of  $10,000,  together 
with  the  cost  of  the  new,  represents  a  total  of  $30,000.  It 
would  pay  to  make  the  new  installation  only  upon  the 
condition  that  it  would  yield  a  return  that,  at  least,  would 
be  capitulizecl  at  $20,000.  h 

14.  The  Competitor.— Assume  now  that  a  compctitorfl 
enters  the  field,  and  that  his  plant  is  stocked  with  the  nrw- 
est  and  best.    Although  his  plant  represents  a  fiicd  ca])i(al 

of,  say,  only  $io,ooo.  yet  the  improvements  are  such  ihat^ 
he  can  displace  you  as  effectively  as  the  new  machine  for-  Hj 
merly  displaced  the  old  cobbler.    Boes  your  ruin  mean  a 
social  gain  ?    If  so,  It  is  welt.  ^ 

Against  the  notinn  that  vour  ruin  is  but  an  incident  in  flj 
sodai  gain,  you  v.  .e  urge  two  points:  (a)  The 
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first  effect  of  the  new  investment  is  to  deslroj'  $10,000  in 
the  form  of  the  existing  plant;  and  (fr)  the  second  effect  is 
that  it  destroys  a  potential  $10,000  industry  in  another 
field  of  production.  You  will  urge,  and  rightly  so,  that 
the  test  of  social  gain  is  met  only  when  the  new  plant 
earns  a  return  sufficient  to  justify  a  cost  of  $20,000. 

15,  Factors  Should  Reproduce  Themselves.— A  paying 
factory  reproduces  itself.  Its  parts  gradually  wear  out 
and  arc  replaced  by  the  newest  and  best.  Such  replace- 
ments, however,  arc  p;iid  out  of  the  proceeds  of  the  past 
set  aside.  Wc  say,  for  instance,  that  each  item  of  the  mer- 
chant's stock  must  normally  sell  at  a  price  which  will 
replace  that  item  with  one  of  equal  price,  together  with  a 
surplus  sufficient  to  cover  all  the  costs  of  selling  it,  and 
which  will  make  some  contribution  to  the  expense  of  keep- 
ing up  the  building.  Any  item  failing  to  do  this  is  carried 
at  a  loss;  and  the  merchant  who  continues  to  carry  items 
at  a  loss  will  sec  his  stock  diminish  and  ultimately  dis- 
appear. Likewise,  a  m:u)ufacturing  plant  gradually  dimin- 
ishes in  worth  unless  the  items  composing  it  produce  a 
sum  sufficiently  large  to  enable  the  owner  to  purchase 
another  item  of  the  same  character,  which  in  turn  will 
produce  enough  to  install  its  successor.  The  factory's 
equipment  of  this  year,  so  to  speak,  is  the  offspring  of 
bst  year's  equipment,  now  largely  destroyed.  Next  year's 
equipment  will  be  the  result  of  present  equipment. 

Upon  applying  this  reasoning  to  a  manufacturing  plant 
in  which  heavy  fixed  capital  is  involved,  it  ■aiU  follow  that 
in  many  cases  sudden  changes  will  involve  heavy  social 

«cs.    The  maximum  social  gain  requires  that  the  mate- 

"hongcs  be  slow  enough,  in  most  cases,  to  enable  the 

prise  to  get  the  chief  utilities  out  of  fixed  capital. 
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But  a  competitor  is  cncourageJ  to  install  the  new.  and,  it 
possible,  to  drive  existing  plants  out  of  business.  Persooa! 
gains  are  made  oftentimes  at  the  expense  of  ^W^t^'ig  plants 
and  also  at  a  loss  to  sodcty. 

i6.  Monopoly  Control. — The  purpose  of  a  monopoly  it 
to  secure  the  largest  net  gain.    Ordinarily,  a  monopoly 
would  utilize  a  machine  until  wear  and  tear  would  make  it 
ad^*isabIc  to  secure  a  new  one,  at  which  time  it  would  put 
in  the  most  up-to-date  machine.    But  if  the  transacdoa 
should  promise  a  net  gain,  the  sclf-intcrcst  of  the  monopo- 
list should  at  any  time  cause  him  to  scrap  machincT)*, 
replacing  it  by  the  newest  and  best.    If  on  Monday  mora- 
ing  he  installs  a  machine  costing  $10,000,  his  self-interest 
would  make  it  advisable  Eor  him  to  scrap  it  on  Tuesday 
morning  for  an  improved  machine,  if  such  would  yield  him 
a  net  return  on  the  total  cost.    In  other  words,  the  mo- 
nopolist would  find  it  fitting  and  proper  to  do  what  society 
ought  to  do— introduce  improvements  upon  the  principle 
of  net  gain.    Sodety  is  fast  coming  to  recognize  the  advisa- 
bility of  monopolies,  under  public  control,  with  respect  to 
railroads.    This  is  true  tjecausc  compctiliun  is  mort  waste- 
ful, and  all  but  impossible  among  railroads,  because  of  the 
large  overhead  costs  as  compared  with  particular  costs. 
Upon  precisely  the  same  grounds  wc  should  reason  with 
respect  to  certain  other  industries  with  large  fixed  ca{ntal- 

17.  Advertising  Waste. — It  is  estimated  that  the  annual 
outlay  for  advertising  amounts  to  over  $1,000,000,000  b 
the  United  States.  Probably  the  larger  part  of  this  huge 
sum  may  be  counted  as  social  waste  and  this  is  a  waste  of 
competition.  On  the  other  hand,  much  advertising  is 
socially  productive.  Ctmsumers  are  taught  through  ad- 
veriiiing  to  know  the  vznciy,  quality,  and  relativ 
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o(  goods,  to  know  the  most  effective  uses  to  which  they 
may  be  put.  It  stimulates  desire  to  acquire  the  best,  thus 
bringing  about  the  introduction  of  modem  improvements. 
Within  recent  years  advertising  has  largely  eliminated  the 

■  drudgery  of  the  housewives.  It  has  put  the  washing- 
machine  in  the  place  of  the  washboard,  has  substituted 
the  vacuum  cleaner  for  the  scrub-broom,  the  electric  iron 
for  the  flat-iron,  and  Ihc  firelcss  cooker  and  gas  range  for 
the  coal  and  wood  stove.  Such  advertising  is  educational; 
it  raises  the  standard  of  living. 

Advertising  that  is  merely  acquisitive  is  social  waste. 
If  a  $10,000  soap  advertisement  but  supports  the  extrava- 
gant claim  of  a  competitor;  if  it  is  designed  merely  to  solicit 
bade  from  a  competitor,  it  must  be  classed  as  social  waste. 
The  individual  may  thus  increase  his  sales,  but  at  the 
expense  of  another.  There  is  a  fairly  well-defined  limit 
to  the  amount  of  soap  used;  if  an  alluring  advertisement 
of  Pears 's  causes  a  larger  sale  of  that  brand,  it  will  mean  a 
smaller  sale  of  other  brands.  Society  is  a  loser  when  the 
wealth  within  it  is  so  utilized  as  to  fatten  one's  purse  at 
the  expense  of  another's. 

The  Uterature  on  advertising  argues  that  competitive 
advertising  more  than  paj-s  for  itself.  Such  advertising, 
it  b  said,  creates  a  large  demand,  thus  securing  to  the 
manufacturer  the  advantages  of  large  orders  and  thereby 
fosters  large  production,  wliich  enables  him  to  lon-cr  his 

\  price,  lliis  claim  is  groundless  in  the  ca-se  of  merely 
acqulsilive  advertising.  Purely  acquiiilive  advertising— 
advertising  that  does  not  alucate  or  enliance  the  volume 
of  sales  of,  say,  soap — enters  into  the  price  of  the  product 
and  is  paicl  by  the  final  consumer. 

There  is  an  clastic  limit  to  the  amount  which  the  pur- 
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chajwr  can  spend  for  the  different  classes,  of  goods. 
the  cfTccl  of  the  competitive  appeals  is  not  necessarily  to*^ 
increase  the  amount  of  business  along  a  particular  Hoe; 
rather  it  has  the  effect  of  destroying  the  appeal  of  other 
competitors.  This  writer  recently  a^cd  an  advtrtKJng 
manager  his  reason  for  inserting  an  expensive  page  adver- 
liscmcnt  in  a  prominent  joumaJ.  His  response  was:  "Did 
you  note  that  my  ad  was  directly  opposite  the  page  ad  ol 
our  competitor?"  When  I  answered  in  the  affinnativehe 
continued:  "Well,  I  simply  put  it  in  there  to  kill  lie  effect 
of  his."  The  purpose  and  effect  of  much  advertising  is  (rf 
this  negative  wasteful  nature. 

In  most  instances  large  competitive  concerns  enjoy  the 
same  economies  as  do  monopolies,  but  tliis  is  not  true  in 
case  of  competitive  advertising.  Ad^-ertising  wastes  wb 
most  pronounced  in  the  selling  campaigns  of  large  compet- 
ing intcresUi.  Monopoly  control  would  have  the  effect  of 
destroying  advertising  waste  and  of  maintaining  sucb  ad- 
vertising as  would  teach  the  public  regarding  the  merits 
and  uses  of  goods.  Its  expensive  advertising  might  be 
used,  as  in  the  case  of  oil  and  tobacco,  to  build  up  a  nev 
foreign  market,  whereas  under  comi>etition  such  expotdi- 
tures  too  often  partake  of  the  nature  of  a  cutthroat  soim-^ 
ble  for  the  local  market.  | 

18,  Salesmanship. — Much  that  has  been  said  on  adver- 
tising will  apply  to  salesmanship.  Salesmen  with  tlw  gift 
of  personality  and  persuasive  powers  are  rare  and  expea- 
^vc.  Two  salcunen  may  be  handling  equal  lines  of  goals- 
They  may  work  equally  hard,  meet  the  same  number  »b^ 
class  of  customers,  yet  the  one  may  take  the  sales  fnw 
the  other.  Competing  maaHEwiteBWi  know  the  adju- 
tage of  pcrsonaliij-  ■^^m     Each  coaceni  desires 
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salesmen  who  can  most  effectively  demonstrate  its  goods 
to  retail  merchants  and  other  distributors,  who  can  please 
these  customers  by  advising  them  as  to  the  selection  of 
goocU,  the  amount  to  be  carried,  and  as  to  the  best  method 
of  exhibiting  and  handling  the  goods.  In  short,  each  com- 
peting  manufacturer  wants  salc-'imen  whr)  c;in  take  the 
trade  from  the  other  competing  firms,  and  who  can  tie  the 
customers  up  with  the  manufacturer  they  represent 

These  rare  and  skilful  salesmen  learn  to  look  out  for 
themselves.  The  fact  is,  they  tend  at  times  to  tie  the 
custoraeis  to  themselves  rather  than  to  the  firms  they 
represent.  The  customers  learn  to  trust  such  men,  are 
glad  to  see  them  come,  are  pleased  to  have  their  advice  on 
what  to  carry,  how  to  sell  it,  how  to  meet  new  styles  and 
changing  conditions.  The  good  salesman  never  abuses  tlie 
confidence  of  his  customers,  never  overaeUs  a  small  mer- 
chant and  alwaj^  has  the  "you"  point  of  view  when  in 
their  stores.  UTiile  all  tlua  may  seem  excellent  for  the 
manufacturer  represented,  it  may  be,  and  often  ta,  dan- 
gerous for  him.  Such  a  salesman  will  ask  an  exorbitant 
salary-  and  his  firm  is  all  but  compelled  to  pay  it,  and 
cheerfully  at  that,  for  his  grasp  of  the  market  is  known  to 
competing  manufacturers,  who  will  gladly  pay  him  a  high 
salary.  To  hire  him  would  be  to  secure  his  services,  mean- 
while buying  the  market  which  he  controls. 

With  the  formation  of  a  monopoly,  however,  there  is 
but  one  source  of  supply,  and  the  expensive  salesman  is  no 
longer  needed  for  competitive  purposes.  "Work  is  organ- 
ized," to  quote  President  Van  Hise,  "so  that  a  travelling 
salesman  or  agent  does  the  work  in  a  given  community 
tor  n  large  concern  instead  of  several  for, the  different  plants 
of  that  concern.    When  the  American  Steel  Hoop  and  Iron 
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Company  was  fonned,  about  two  hundred  salesmen 
discharged." ' 

The  remainder  of  this  chapter  will  consider  some  ex'tk 
or  disadvantages  of  monojwly. 

19.  Inequality  of  Cltsaes.— It  is  an  unfortunate  state  of 
affairs  where  the  few  opulently  rich  are  standtnj;  upon  the 
substratum  of  general  poverty;  such  is  not  consistent  with 
democracy.    Privately  owned  nionopolj-  power  and  the 
universal  fraiichi&e  are  not  companiunable.    The  oiajorit)* 
vote  determines  who  pays  the  taxes  and  finances  public 
works.    If  I  am  poor  and  j-ou  are  rich.  I  should  vote  fo 
a  high  tax  on  you  and  a  light  tax  on  my»clf.     If  you  havaj 
a  monoi>oly  which  oppresses  me.  fJiarges  me  a  high  pnce' 
and  kiUs  my  chances  for  competition,  do  you  ex|>ect  roe  U 
votv  to  iiustain  your  power?  ^ 

The  house  of  want  becomes  jealous  and  suspicious  oFh 
the  house  of  have.    This  jealousy  and  suspicion  grow  into 
60%^  and  ultimately  into  open  conflict    The  rule  of  the 
czar  must  ultimate!)'  succumb  to  the  rule  of  the  [>eo|)le. 
Men  naturally  hope  for  the  destruction  of  that  which] 
fear,  and  they  fear  the  giant  monopoly. 

Professor  T.  N.  Carver  uses  this  homely  though 
fitting  illustration:  "I  will  take  the  common  house  cat, 
whose  diminutive  size  makes  her  a  safe  inmate  of  our 
household,  In  spite  of  her  playful  disposition  and  her  lik- 
ing for  animal  food.     If,  without  the  slightest  change  of 
character  or  disiwsiUon,  she  were  suddenly  enlarged  10 
the  dimeusiotis  of  a  tiger,  we  should  at  least  want  her  tt 
be  muzzled  and  to  have  her  claws  trimmed,  whereas  if  ate 
were  to  assume  the  dimcnsiuiw  of  rt  Mii.^i.iJrtn,  T  doobtif 
any  of  us  would  want  toUvcinUK  um  with  her- 
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And  it  would  be  useless  to  argue  that  her  nature  had  not 
changed,  that  she  was  just  as  amiable  as  ever,  and  no 
more  carnivorous  than  she  always  had  been.  Nor  would 
it  convince  us  to  be  told  that  her  productivity  had  greatly 
increased  and  that  she  could  now  catch  more  mice  in  a 
minute  than  she  formerly  could  in  a  week.  We  should  be 
afraid  lest,  in  a  playful  mood,  she  miRht  set  a  paw  upon 
us,  to  the  detriment  of  our  epidermis,  or  that  in  her  large- 
scale  mouse-catchioK  she  might  not  always  dLscriminaie 
between  us  and  mice."  ' 

ao.  Elimination  of  Independent  Businesses. — From  earli- 
est times  the  term  odious  has  been  ap[)liL-il  to  mono|>oly, 
the  reason  being  that  monopoly  deadens  incentive,  de- 
stroys independent  businesses,  and  by  means  of  artificial 
scarcity  works  personal  extortion.  Artificial  scarcity  is  as 
effective  in  cutting  short  your  rations  as  is  a  fire,  famine, 
or  pestilence. 

In  any  industry  the  effect  of  monopoly  is  to  make  a 
small  cia>s  of  employers  and  a  large  class  of  hired  workers. 
Independent  concerns  arc  eliminated.  Absolute  private 
monopoly  would  be  Industrial  despotism.  There  may  be 
"good  trusts"  and  "bad  tnists,"  as  in  government  there 
may  be  good  despots  and  bad  despots,  but  the  point  is 
that  we  don't  want  the  despot.  Broad  powers  are  not  to 
be  trusted  to  itidn-idual  hands.  Such  is  human  cupidity 
that  the  results  arc  contrarj'  to  social  welfare  when  private 
have  the  opportunity  to  aggrandize  themselves  at 
:hc  expense  of  others.    The  temptation  is  too  great  when 

-tividuals  arc  at  liberty  to  vote  the  public's  money  into 

*  pockets.    The  point  is  frequently  made  that  mo- 

ive  in  many  cases  actually  lowered  prices.    This 

*  F-asaya  In  Sooat  Junicc,  p.  332. 
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is  not  denied,  aor  is  it  clairacd  that  all  such  reducdd 
price  arc  intended  to  crusb  competition.  The  dc 
point  is  that  it  rests  on  the  discretion  of  the  monopoly  to 
gouge  the  consumer  at  will.  A  well-ordered  democracy 
demands  a  wide  distribution  of  ownership  and  nspsxBh 
bility.  The  problem  of  ownership  is  more  than  a  mere 
matter  of  effidency  and  price.  It  is  a  problem  of  an  in^ 
creased  sense  of  individual  responsibility  which  is  best 
secured  by  increasing  the  numbers  engaged  in  independent 
pursuits.  A  wide  distribution  of  ownership  causes  a  bet- 
ter distribution  of  wealth,  and  thereby  reduces  paupciism 
and  crime. 

It  is  claimed  that  monopolies  eliminate  private  conccnu 
by  means  of  bargaining  power — the  power  to  exact  unhir 
prices — rather  than  by  superior  productive  efficiency. 
There  are  a  few  monopolies  caused  solely  by  a  govemmciit 
grant  or  a  limited  natural  resource,  but  in  the  main  the 
monopoly  problem  is  a  question  of  advantage  in  trading. 
Intelligent  efforts  to  equalize  bargaining  power  will  take 
care  of  the  monopoly  problem.  Recent  legislation  recog- 
nizes that  conunon  carriers  are  monopolies  with  such  bar- 
gaining power  that  they  can  exact  unfair  rates.  This 
recognition  has  led  to  rate  control.  Also,  it  has  declared 
against  comhinatiuns  in  restraint  of  competition. 

ar.  Monopoly  Deadens  Initiative. — To  paralyze  incen- 
tive is  to  deaden  and  demoralize  industry":  It  must  be 
admitted  that  unbridled  competition  is  wasteful,  and  lii3t 
it  may  go  to  the  extreme  of  industrial  anarchy.  Geoenil 
Walker's  example  of  the  burning  theatre'  furnishes  a  fit- 
ting illustration  of  this.     He  sa^'s:  The  deslrtictloo  o/ltfe 

Btilivc  nir;h  fiir  id  eiil  from* 
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burning  theatre  is  a  \ivid  case  of  the  waste  of  unbridled 
competition.  And  the  saving  of  life  caused  by  the  exit  of 
the  crowd  under  the  rcjculation  of  a  wcll-ordercd  police 
force  is  a  forceful  examiilc  of  the  need  for  regulation. 
Discipline  can  cause  no  force,  hut  il  can  save  much  waste. 
As  between  unbridled  mmjicliiioii  and  monopoly,  give  us 
the  latter.  At  best,  there  will  be  wsistcs  in  any  human  sys- 
tem, but  the  wastes  under  regulated  competition  are  not 
comparable  to  the  losses  sustained  under  the  lethargy  of 
monopoly.  Competition  tet^ps  open  the  ways  of  progress 
by  providing  a  fair  and  equal  chance  for  alL 

Monopoly  kills  the  incemive  for  superior  ivorkmanship. — 
If  you  are  compelled  to  buy  >-Qur  automobile  from  me, 
why  should  I  lie  awake  at  night  planning  and  devising  how 
to  cut  the  coat  here  or  improve  the  quality  there  in  order 
to  gratify  most  highly  your  wishes?  But  the  case  would 
be  different  and  stir  me  to  the  highest  incentive  for  supe- 
rior workmanslu'p  if  you  were  at  liberty  to  choose  from 
any  one  of  a  dozen  producers.  I  should  work  for  the  best 
in  quaUty,  the  best  in  salesmanship,  the  lowest  in  price. 
The  truth  of  this  seems  to  find  evidence  in  the  steel  busi- 
ness. Prior  to  tbc  formation  of  the  trust  the  Carnegie 
Company  was  the  best-organized  steel  company  in  tJie 
world,  and  it  was  manned  by  the  most  efficient  steel- 
makers. It  was  second  to  none  in  its  accomptisbmeats 
and  methods.  The  same,  it  is  thought,  cannot  be  said  for 
the  trust.  The  trust  has  vast  resources  and  the  best 
management  that  money  can  hire.  But  the  best  manage- 
ment cannot  overcome  the  lethargj-  of  monopoly. 

33.  Summary  and  Conclusion. — Many  writers  fall  to 
diffprcnti.ite  among  monopolies.  One  group  begins  its 
treatment  of  the  subject  by  explaining  "the  breakdown  of 
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competition"  and  follows  by  condemning  our  "blind  faltb 
in  competition."  They  never  weary  in  painting  out  the 
"wastes  of  competition"  and  they  paint  in  glowing  cobrs 
the  virtues  of  all  monopoly  control  as  a  panacea  for  all 
industrial  ills.  Another  group  of  writers  woukj  destroy 
monopolies  without  further  ado.  They  think  that  one 
principle  governs  all  forms  of  monopoly,  and  that  UDbridled 
competition  may  be  universal  in  business  afTairs.  ^ 

A  one-]X}int-of-view.  whether  for  or  against  raonopoUes,^| 
is  fallacious.    We  should  justly  condemn  as  a  quack  the  " 
practitioner  in  medidne  who  wouJd  treat  acute  appendl-^ 
dtis  and  sore  eyes  with  tiie  same  cure-all  remedy.    Wc^^| 
should  be  no  less  se^'e^e  in  condemning  the  ODe-potnt-af- 
vicw  economist.     We  must  diagnose,  then  prescribe.    It 
will  be  found  in  the  following  chapter  that  different  monop- 
olies obey  different  princ^les,  that  all  cases  of  monopoly 
are  not  covered  by  a  common  blanket  principle. 

There  are  government  monopolies  organized  for  goveiu- 
ment  profit  and  others  organizes!  to  render  service  at  cost 
or  gratuitously.  Here  different  principles  ate  involved.^ 
There  are  private  monopolies,  some  of  which  are  natural'' 
and  obey  the  principle  of  increasing  costs,  others  ate  capi* 
tali&tic  and  obey  the  principle  of  diminishing  costs  per  unit 
of  commodity  output.  Here  again  different  principles  ure 
invoh'ed.  Some  monopolies  have  large  fixed  capital,  while 
others  with  Eittlc  fixed  capital  5ur\'ivc  through  unfair  prac- 
tices and  illegal  agreements.  Again,  different  principles 
are  involved.  ^m 

23.  Conclusion  of  Chapter. — 1.  The  greatest  pnxlucti^e^^ 
efficiency,  on  the  whole,  is  to  be  found  in  competition 
rather  than  in  monopoly.    The  technical  advantages  of 
large  production  may  be  enjoyed  by  the  large  competitor] 
as  well  OS  by  the  monopoUst. 
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2.  Regulated  monopoly  i*  preferable  to  unbridled  com- 
petition of  the  cutthroat  type.  A  business,  such  as  a  rail- 
road, requiring  large  fixed  capital  and  operating  subject 
to  the  principle  of  diminishing  costs  is  in  nature  a  monopoly 
and  ^ould  be  regulated  as  such.  Antimonopoly  moves  in 
such  cases  are  positively  destructive.  No  one  will  sink 
large  capital  in  such  enterprises  unless  he  may  enjoy  the 
protection  which  the  nature  of  the  institution  demands. 

3.  Monopolies  which  result  from  artiricial  combination 
or  unfair  practices  should  not  be  tolerated.  The  majority 
of  manufacturing  concerns  such  as  steel,  oil.  tobacco,  and 
sugar,  soon  reach  the  magnitude  of  the  single  business  unit 
where  the  jwint  of  maximum  efficiency  is  attained.  The 
great  coqwration  increases  its  si/e  not  by  enlarging  the 
single  individual  units,  but  by  increasing  the  number  of 
such  units.  The  indqiendent  producer  whose  plant  has, 
in  all  of  its  parts,  attained  to  the  I>est  adjustment  enjoj-s 
all  of  the  technical  advantages  of  the  large  concern  which 
controls  a  number  of  business  units.  What  is  more,  he 
enjo>'s  all  the  advantages  of  competition;  he  has  no  monop- 
oly to  make  him  secure.  Despite  opinions  to  the  contrary, 
it  is  the  consensus  of  opinion  that  one  secure  in  monopoly 
power  tends  to  Ijccome  listless,  non-inventive,  indi^crcnt 
to  new  methods  and  economics. 


24.  Exercises. — i.  If  fifty  small  concerns  unite  it  be- 
comes possible  for  the  best  talent  to  direct  the  business. 
But  d<»cs  a  combination  afford  the  opiwrtunity  for  the 
selection  of  the  best  men? 

2.  Were  you  offered  two  cakes  of  soap — Ivory  and  an 
unknown  brand  —you  would  take  the  standardized  soap, 
but  for  all  you  know  the  unknown  brand  is  better. 

Two  imjjortant  economic  principles  are  involved  in  the 
above  statement.     What  arc  liicy.^ 
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3.  In  Uits  chapter  the  paragraphs  t  to  7  inclusive  , 
out  fifteen   advantages  of  large-scale  production.    Show 
whether  each  of  these  advantages  may  be  enjoyed  by  the 
large  competitor  as  well  as  by  the  monopolist. 

4.  To  quote  from  C  W.  Gerstcnbcrg's  Principles  of 
Business  (767-768):  "To  make  a  pair  of  'ladies  buck 
shoes'  takes  five  feet  of  'buck'  at  $.80  a  foot.  The  small 
pieces  left  over  are  used  to  make  children's  shoes.  What 
is  the  maU'rial  cost  of  a  pair  of  ladies'  shws.*  Should  we 
say  $4,  on  the  ground  that  wc  used  up  the  live  feet  of  leather, 
and  that  anything  obtained  from  the  small  pieces  is  '  found 
money';  or  shall  wc  say  that  it  is  less  than  S4;  that  the 
leather  in  Ihc  children's  shoes  did  cost  something?  If  the 
latter,  what  figure  should  we  use?  'Jliere  are  two  figures 
which  can  be  used^d)  the  cost  of  similar  small  pieces  of 
leather  if  purchased  in  the  open  market;  or  (2)  the  [mce 
which  would  be  realized  if  tlte  pieces  were  dis|»Qsed  of." 
^Vnswer  the  questioiLS  raisetl. 

What  is  the  by-product,  the  small  pieces  of  leather,  or 
the  children's  shoes? 

5.  Base  your  answer  to  each  of  the  following  questionfll 
upon  the  assumption  that  an  establishment  has  att 
the  "beat  size"  and  adjustment  of  factors. 

(aj  Are  there  any  short  or  long  factors? 

(b)  What  bearing  has  the  extent  of  the  market  (or  tl» 
products  of  an  establishment  upon  the  "best  size"? 

(c)  Were  the  establishment  enlarged  would  it  necessarily 
follow  that  the  cost  per  unit  of  output  would  increase? 
that  the  cost  would  decrease  ?  that  the  cost  would  ronaia^ 
constant  ?  ■ 

{d)  Or  would  the  enlargement  of  the  establishment  so 
increase  the  .supply  as  la  lowur  Ihe  price,  thus  diminishing 
the  profits?  ^M 

(e)  Is  the  "best  size"  of  an  establishment  fixed  at  tbe^ 
iwint  where  there  is  the  best  technical  adjustment  of  phy- 
sical facturt>,  or  at  the  point  which  will  yield  the  largest 
returns  in  terms  of  money  ? 

6.  What  conditions  favor  cutthroat  competition?    Does 
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cutthroat  competition  lead  to  the  formation  of  a  mooop< 
oly  ?    Defend  your  answer. 

7.  Why  may  it  sometimes  cost  more  to  retain  a  too!  or 
machine  in  service  than  the  original  purchase  price  of  it  ? 

8.  Wliat  fixes  the  maximum  that  you  could  affonl  to  pay 
for  a  machine  which  would  displace  one  already  in  use? 

9.  Bo  the  same  economic  principles  bear  upon  com- 
petitors and  monopolists  with  respect  to  scrapping  old 
machinery  and  installing  new? 

10.  Under  what  conditions  b  advertising  productive? 
When  is  it  a  social  wa.ste?  Can  you  distinguish  between 
acquisitive  and  productive  advertising? 

It.  Suppose  that  a  number  of  competing  compam'cs  are 
formed  into  a  monopoly,  with  the  result  that  200  salesmen 
are  discharged,  {a)  Would  this  show  that  the  sen-ices  of 
these  men  had  been  merely  acquisitive  rather  than  pro- 
ductive? (*)  Should  you  conclude  from  this  tliat  the 
monopoly  proved  itself  productive  by  displacing  labor? 

13.  What  do  you  care  if  monopolies  do  eliminate  tht 
small  independent  businesses?  Is  your  answer  based  upon 
a  feeling  of  sympathy  for  the  person  ousted  or  upon  the 
effect  which  monopoly  control  has  upon  social  well-being? 
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I.  ?>lnt^Y  In  (ompctltlon  and  manopolv.  J.  The  test  nf  taotittpdj. 
ji.  TcmiioniTy  munopuI>'.  4.  CajjiutliHtic  manniMiUn.  ;.  Other  tanas  it 
maaopoly.  b.  Skilled  labor.  7.  Lcgai  monapalica.  S.  Xatunl  moaopo- 
lies.  g.  QuaKi-tntttra]  inunopoUs.  to.  Volunury  and  enforced  paUoaoft. 
■  t.  UmiUlion  of  the  mitrket.  t>.  A  nimmuy  of  market  UmiUtliom.  tj. 
Monopoly  price.  14.  lacreanng  cott*.  15,  Institutioni  of  dlmiauUng 
costs.  16.  Monopoly  prices  vary.  17.  Domestic  and  export  price*., 
LlmltalJona  on  monopoly  price.     19.  Eiurdaca. 

I.  Motive  in  Compedtioii  and  Monopoly.— Monopoly 
and  competition  arc  aiiton)ius.  Complcti:  monopoly 
means  the  absence  of  competition.  Conversely,  free  com- 
petition means  the  absence  of  monopoly.  Monopolirt 
may  be  local,  national,  or  international.  Whether  in  the 
country  village  or  in  tlie  large  ciiy,  or  in  one  nation  or  m 
many  nations,  the  oneness  of  an  industry's  control  with 
respect  to  price-making  is  monopoly.  But  a  monopoly 
price  is  not  free  from  competition,  for  although  a  seller 
may  have  undisputed  ownership  of  a  complete  supplj'  it  U 
the  competition  on  the  side  of  buyers  which  makes  posable 
a  high  monopoly  price. 

Competition  means  a  contcs(  between  persons  or  groups 
of  persons;  it  Is  the  attempt  of  contending  parties  to  get 
the  same  thing.  And  this  attempt  is  unrestrained  by  any 
outside  force.  Some  writers  deny  group  competition  and 
speak  of  "each  actor  .  .  .  separately  and  individually"^ 
But  this  is  an  error  because  group  competition  is  found  ii 
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all  forms  of  hiiman  endeavor.  There  is  sodal  compciition 
such  as  conipetiiion  between  church  orgaoka lions,  socie- 
ties, ami  tho  like.  In  athletics,  for  instance,  the  Giants 
arc  united  in  team-work,  amtcsting  vigorously  against  the 
Braves.  College  teams  are  contesting  against  one  another 
in  various  activities.  The  competition  between  sodal 
organizations  or  athletic  clubs  is  tlie  .same  in  spirit  as  the 
competition  between  large  corporations,  each  composed  o( 
numerous  ^stockholders.  Wherever  found,  competition  im> 
plies  contest.  Contest  between  persons  or  groups  is  alto- 
gether different  from  monopoly-  which  unplies  oneness  of 
control. 

Each  individual  seeking  gain  through  monopoly  is  like- 
wise actuated  by  the  selfish  motive  of  majtimum  returns. 
"On  the  scent  or  in  the  fight  he  makes  common  cause  with 
his  pack.  But  in  the  division  of  spoils  he  h  still  a  solitary 
eater."  '  The  sociab'st's  concept  of  brotherhood  exists  no 
more  inside  than  outsJde  the  monopoly  or  trust.  The  indi- 
vidual's motive  is  the  same  in  competition  or  in  monopoly 
— it  is  largest  seli-gain. 

2.  The  test  of  monopoly  is  the  power  to  suppress  compe- 
tition and  to  control  prices  through  unified  demand  or 
a  manipulation  of  supply.  This  power  may  consist  of  a. 
oneness  of  demand  or  of  a  oneness  of  supply.  Ti\'hen 
one  person  or  a  combination  of  persons  is  tlic  sole 
purchaser  of  a  commodity  such  oneness  of  buying  power 
is  termed  a  buying  rMnopoiy,  At  an  enormous  cost 
a  pipc-Une  has  been  constructed,  connecting  Cincinnati 
with  the  natural-gas  field  in  southern  West  Virginia. 
The  great  cost  of  constructing  a  competing  line  over 
this  long  distance  is.  considering  the  market,  prohibitive. 
>  iJaranpon't  Kfanomire  of  Enterprtec,  p.  476. 
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This  fact  gives  the  controlling  corporation  a 
monopoly  over  the  owners  of  the  gas-wells.  Or  one 
may  take  example  from  the  distribution  of  milk  in  large 
cities.  A  large  corporation  may  establish  receiving-sta- 
tions throughout  the  rural  districts,  to  which  the  fann- 
ers deliver  milk.  These  stations  are  rather  e:q>ensive  to 
construct,  equip,  and  maintain.  The  amount  of  milk  com- 
ing in  to  one  station  is  usually  not  sufficient  to  justify  a 
competitor's  entering  the  field,  thus  leaving  the  owner  of 
the  receiving- station  in  control  of  a  buying  monopoly.  la 
case  a  local  competitor  should  establish  a  receiving-stalioi 
at  one  point,  the  large  concern,  maintaining  a  chain  of 
such  stations  covering  the  principal  mtlk  sections  of  ooe 
or  more  states,  would  increase  the  price  to  the  farmen 
at  the  competing  point  until  the  small  competitor  is  dis*_ 
couragcd  and  quits. 

One  has  a  idling  monopoly  if  he  has  bought  up  the  a^ 
able  supply,  or  if  he  has  conuol  of  the  power  to  prodi 
a  good. 

3.  Temporary  Monopoly. — To  buy  up  the  available  sup- 
ply of  a  reproducible  good  gives  a  temporajy  rather  than 
a  permanent  monopoly.  One's  purpose  in  bu>'ing  up  a 
supply,  generally  speaking,  is  to  raise  the  price  in  order  to 
secure  a  profit  on  his  investment-  But  as  soon  as  the  price 
is  materially  raised  producers  increase  their  output  as 
speedily  as  possible  in  order  to  sell  at  the  higher  pric^_ 
thus  giving  the  monopoly  but  a  temporary  existence. 

The  manufacturer  of  a  commodity  ma>'  enjoy  a  temp 
rarj'  monopoly.    There  are  a  number  of  instances  in  whidi^ 
a  single  combination  produces  75  per  cent  or  more  of  the 
output  along  certain  lines.    Such  a  combination  must  sup- 
ply, for  the  time  being,  a  majority  of  the  purchasers. 


Monopoly  and  Monopoly  Price  585 

makes  the  price  higher  the  customers  must  pay  the  price 
or  do  without,  since  the  other  sources  of  supply  are  insuffi- 
cient to  meet  their  needs.  What  is  more,  the  small  com- 
petitor will  hesitate  to  undersell  the  corporation  possessed 
c^  abundant  capital,  for  if  it  comes  to  a  price  war  the  larger 
could  drive  the  smaller  concern  from  the  market.  But  if 
the  large  concern  maintains  exorhilanl  prices  it  cannot  long 
maintain  its  monopoly  [rawer.  There  is  always  potential 
competition  In  the  fonn  of  new  coital  and  enterprises 
seeking  Investment,  or  of  invested  capital  seeking  more 
remunerative  emplojinent.  In  case  one  concern  main- 
tains an  exorbiunt  price  this  potential  competition,  sooner 
or  later,  will  become  eflfective. 

4.  Capitalistic  monopolies  are  those  which  by  virtue  of  a 
great  combination  of  capital  can  suppress  competition  and 
control  the  market  In  the  last  paragraph  it  was  pointed 
out  that  in  case  a  corporation  maintained  exorbitant  prices 
potential  competition  will  become  effective.  But  a  capi- 
talistic monopoly  usually  takes  a  more  conservative  course 
— holding  its  price  low  enough  not  to  tempt  competitors 
to  enter  the  field.  The  large  concern  can  hold  its  prices 
slightly  higher  than  can  its  small  competitor.  This  is  true 
because  the  large  concern  is  better  known.  If  wisely  man- 
aged, its  output  maintains  a  high  commercial  standard 
and  reputation.  It  gives  a  large  assortment  and  quality 
of  goods  along  its  line,  thus  enabling  it  to  fill  orders 
satisfactorily.  The  average  merchant  would  rather  pay  a 
■nail  fraction  more  to  a.  single  large  house  which  can 
supply  hLs  various  needs  along  certain  lines  than  to 
divide  up  his  orders  among  a  number  of  small  compcti- 
tors,  thus  making  shipments  more  irregular  and  less  de- 
pendable. 
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5.  Other  forms  of  monopoly  calling  for  consideration 
are  skilled  labor,  legal,  natural,  quasi-natural  or  public 
soricc.  Particular  attention  has  liccn  given  tn  capital- 
btic  monojwlics  because  under  existing  conditions  they^j 
illustrate  the  chief  cs-icntials  of  mono{>oly  power.  Tbcil^| 
formation  illustrates  the  characteristic  trend  of  modern 
industry. 

6.  Skilled  labor,  in  the  form  of  closed  shops,  has  a  ^ 
munojK)ly.     It  can  maintain  high  prices  for  its  servici:S^| 
through  restricllve  systems,  such  as  apprenticeship,  which      1 
limits  the  number  who  may  enter  the  occupation.    This 
form  of  monopoly,  however,  is  constantly  threatened  by  the 
invention  of  new  machinery,  by  technical  colleges  which 
are  training  men  for  such  work,  and  by  schools  and  other 
educational  means  furnished  by  the  employers. 

7.  Legal  monopolies  have  been  organized  in  some  coun- 
tries for  revenue  purposes.    France  has  a  monopoly  of 
the  manufacture  of  tobacco;  Saxony  controls  the  salt  sup<^^ 
ply,  and  Japan  the  turpentine  supply.    Tobacco  and  salt^| 
are  jjarticularty  good  revenue-getters.    They  are  consumed 

In  abundance  and  the  price  may  be  so  fixed  as  to  leave  a 
large  residue  of  pro&t  between  cost  of  production  and 
selling  price.  The  United  States  has  a  legal  monopoly  on 
the  post-office,  but  not  for  revenue  purposes.  Govern- 
ments have  such  monopolies  on  minting— converting  bul^j^ 
lion  into  coin.  ^| 

In  certain  cases  the  control  of  copyrights  and  patents 
may  give  important  monopoly  powers.  There  are  two 
purposes  for  the  government's  granting  such  monopoly 
privileges:  (a)  They  promote  improvemwits  in  scholarships 
and  in  the  arts;  {b)  they  protect  capital  which  is  employed 
to  manufacture  the  article  patented  or  to  publish  the  coa-g 
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tributions  cop>Tighted.  As  an  instance  in  keeping  with 
Uiis  last  point  we  may  dte  the  experience  of  Herbert  Spen- 
cer'a  indention  of  a  very  desirable  type  of  chair.  Had  it 
been  patejited  there  would  have  been  competing  capital^ 
■  for  the  privilege  of  manufacturing  it  But  he  took  out  nc 
patent  and  could  find  no  manufacturer  willing  to  undei 
take  t}ie  rhk  of  producing  iL 

8.  Natural  monopolies  consist  in  tlie  ownendiip  of  cer- 
tain natural  resources,  such  as  the  ownership  of  the  an- 
thracitc-coal  field,  the  Kimberlcy  diamond-mines  in  South 
Africa,  and  favorable  building  sites,  minenit  springs,  and 
the  like.  In  order  that  a  monopoly  may  be  formed  of 
such  natural  resources  there  must  be  a  limited  amount  of 
these.  A  natural  monopoly  controlling  a  commodity  like 
coal  comes  to  have  tremendous  if  not  dangerous  powers 
in  the  community. 

9.  Quasi-natura]  monopolies  include  such  public^service 
corporations  as  street-railways,  railroads,  telephones,  tele- 
graphs, water  and  gas  plants.  One  characteristic  of  these 
institutions  is  that  their  ser^'ices  ase  consumed  in  connec- 
tion with  the  plant-  One  cannot  have  a  street-car  ride 
expressed  to  him  as  he  could  a  farm-product.     If  a  water 

ft  company  or  gas  or  telephone  company  has  extended  its 
pipes  or  wires  into  one's  house  he  must  deal  with  it  for  ihcs 

I  time  being,  or  do  without.     If  a  rival  enters  the  ticld  it  i:^ 
at  the  cost  of  needless  duplication. 
This  point  introduces  the  second  characteristic  of  pub- 
lic-service corporations:  the  company  on  the  ground  cax* 
outcompcte  a  new  rival  because  it  can  do  with  little  monc>'' 
as  roach  as  the  new  rival  can  with  a  large  outlay.     1*o 
illustrate,  if  the  growth  of  population  in  a  city  makes  ft*' 
extra  demand  for  lighting,  the  gas  or  electric  ccanpany  ci 
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extend  its  pipes  or  lines  at  little  cost  to  supply  the  demand^ 
But  the  new  rival  would  be  at  great  cost  In  constructing  a 
nen-  plant  before  he  could  compete.  These  institutiooi 
can  increase  their  output,  to  a  certain  point,  at  a  diminish- 
ing cost.  If  it  should  cost  $20,000  to  establish  a  tight- 
ing-plant  and  if  only  5,000  lights  were  demanded,  the 
fixed  costs  per  light  would  be  $4.  If  the  demand  caBs 
for  10,000  lights  thi-  fixed  cost  per  light  would  be  ap- 
proximately $2.  Then,  if  we  assume  that  the  particular 
costs  per  light  remain  the  same,  there  would  be  decreas- 
ing costs  with  an  increase  of  output.  One  company  can 
meet  the  total  demand  of  a  city  far  more  cheaply  than 
can  two  companies.  ^| 

Moreover,  one  compajiy  is  more  desirable  because  it  1^ 
more  convenient  than  a  number  of  competing  companies. 
Competition  between  different  telephone  systems  in  the 
same  city  causes  public  inconvenience.  Nobody  desires 
more  than  one  car-Unc  in  the  same  streets.  We  grow  im- 
patient at  timiLs  with  one  water  company  for  tearing  up 
the  streets.  What  if  there  were  a  dozen  competing  com- 
panies  ? 

Competition  between  public-service  corporations  on* 
not  be  permanently  maintained  because  of  the  principle 
of  decreasing  cost.  There  is,  for  instance,  an  elastic  limit 
to  the  number  of  electric  lights  needed  in  a  city.  It  costs 
a  company  less  per  light  to  furnish  a  large  number  of 
lights.  If  there  are  a  ntunber  of  competitors,  each  com- 
pany will  attempt  to  undersell  its  rivals  in  order  to  increase 
its  sales  and  volume  of  output.  It  can  then  produce  at 
the  lowest  cost.  All  the  competitors  might  increase  their 
output  and  lower  tlieir  costs  of  production,  but  this  would 
cause  the  market  to  be  ovcrsupplied.    Such  would  pro^ 
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a  losing  venture,  because  Uic  competitive  price  of  thcufS 
products  would  tend  to  be  lower  than  would  their  costs  of 
production.     In  all  Uke  cases  combination  would  be  wis 
tor  the  competitors  as  well  as  for  society. 

10.  Voluntary  and  Enforced  Patrooege. — The  natural 
and  quasi-natural  monopolies  are  in  a  position  to  command 
enforced  patronage.  The  merchant  holds  the  patronage 
because  of  past  satisfactory  dealings.  To  make  his  future 
more  than  an  accident  he  must  have  the  collective  friendli-S 
ness  of  customers.  He  acquires  this  collective  friendliness 
or  good-will  through  tactful,  fair  dealing.  He  enjoys 
voluntary  patronage;  the  quasi-natural  monopoly  enjoys 
enforced  patronage.  "The  railroad  lunch-counter, 
exclusive  cab  or  baggage  transfer-line,  the  gas,  electric,^ 
or  telephone  compan}',  and  the  sLreet-car  conijianies 
pect  continued  patronage,  but  this  anticipation  arises 
chiefly  out  of  the  public's  necessity,  not  from  their  pref-| 
erencc." 

11.  Limitation  of  the  Market. — Monopoly  power 
been  approached  by  scholars  from  the  point  of  view 
supply.    This  is  due  to  the  fact  that  monopolies  control' 
price  by  controlling  the  supply.    But  a  more  careful  study  ^ 
of  supply  must  be  approached  through  a.  study  of  demand.^ 
One  group  of  writers  teach  that  monopoly  power  is  derived 
from  the  control  of  some  natural  advantage  in  furnishing 
the  suppl)'.    Another  group  teaches  that  the  control  of 
large  capital  alone  may  give  monopoly  power.    Now,  de^ 
mand  for  goods  is  in  reality  a  demand  for  the  productive 
power  to  furnish  these  goods;  the  limitation  of  a  demand 
(or  a  certain  class  of  goods  limits  in  turn  the  amount  of 
productive  power  devoted  to  the  output  of  that  class  of 
goods.    The  natural  limitation  of  the  demand  for  a  good^ 
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then,  U  a  protection  to  a  corporation  from  competition  U 
the  corporatioQ  occupying  the  gdd  has  sufEcienl  produc-j 
live  capacity  to  supply  the  demand.    In  all  forms  of  mo-J 
nopoly  there  arc  natural  limitations  citiier  in  the  form  oTj 
demand  or  of  physical  limitations. 

If,  for  instance,  the  population  on  an  assumed 
demand  annually  x  units  of  sugar,  and  if  within 
territor)'  a  factory  were  established  with  an  annual  capac-j 
ily  of  X  units,  a  new  factory  would  hesitate  to  enter  the 
field.    1/  a  new  factory  did  enter.  Its  purpose  would  t»e  to' 
force  itself  into  the  monopoly  rather  than  to  bring  about 
legitimate  competition  with  the  established  concern.    For 
a  short  time  after  the  entrance  of  the  new  concern  there 
would  be  overproduction  for  the  island,  cutthroat  com-^H 
petition,  a  price  war,  idle  labor  and  capital  in  both  coa<^| 
ccrns  for  a  considerable  portion  of  the  year.    This  game 
would  force  compromises,  agreements,  and   tinally  com- 
binations.    Numerous  examjilcs  of  a  similar  nature  prove^y 
that  in  a  large  society  the  ultimate  consequences  would  b^| 
the  same  as  those  indicated  for  a  limited  society.    Why  is 
this  so  ?    because  the  market  demand  is  limited. 

13.  A  Summary  oC  Market  Limitations.'— Some  of  the 
influences  which  limit  the  market  demand  for  goods  will 
now  be  mentioned,  [a)  The  consumer  cannot  spend  more 
than  his  income.  (6)  We  have  seen  that  his  income  is 
divided  into  numerous  lines  of  expenditure,  that  if  he 
spetids  more  along  certain  lines  he  must  spend  less  along 
others;  thus  expenditures  limit  each  other,  (c)  The  con- 
sumer is  ever  measuring  his  present  against  his  desire  for 
future  goods,  he  saves  to  the  extent  that  he  denies  hig 
present  fur  bis  future  gratification.    It  Is  interesting  to 

*  Chcrington's  AdvCrtiitiAg  hb  a  Business  Force,  cksp.  V. 


Monopoly  atid  Monopoly  Price 

note  how  the  seller  of  a  rather  exi>ensivc  article,  say,  of  the 
Enc>xl*>i>a:dia  Britannica,  can  secure  purchasers  whose  in- 
comes are  limited  and  who  arc  disposed  to  save.  The 
problem  is  to  make  a  fair  portion  of  the  possible  buyers 
figure  that,  incomes  and  savings  considered,  the  price  is 
not  prohibitive.  This  is  accomplished  by  spotting  the 
price  into  small  instalments,  so  that  it  looks  small;  by  ex- 
plauiing  how  delay  means  waste,  because  the  price  is  to  be 
increased  after  a  certain  time;  by  treating  the  price  as  neg- 
ligible compared  with  the  worth  of  the  goods.  One  is 
likely  to  change  his  course  if  convinced  that  what  he  had 
considered  saving  is  in  reality  waiting. 

(d)  Price  habits  tend  to  become  fixed.  This  fact  Is  be- 
coming more  pronounced  to  the  extent  that  packaged  and 
branded  goods  take  the  place  of  bulk  goods  in  the  market. 
Ties,  collars,  shoes,  gloves,  hats,  tobacco,  malches,  and  a 
thousand  others,  are  sold  under  rather  well-cstablLshed 
price  habits.  This  fact  makes  com|>ctition  largely  a  mat- 
ter of  service  and  of  skill  in  selling.  It  tends  to  substitute 
quality  and  satisfaction  for  the  old  haggling  method  under 
the  "let  the  buyer  beware"  principle. 

(e)  Present  saving  on  the  part  of  customers  tends  to 
limit  the  present  market,  but  it  has  the  elTect  of  extending 
the  future  market.  Savings  enter,  sooner  or  later,  into 
the  production  of  more  goods.  And,  as  previously  stated, 
in  an  exchange  economy  a  good  is  a  demand  for  another 
good.  The  richer  the  community  the  greater  is  the  de- 
mand for  the  produce  which  the  consumers  desire. 

Q)  Numerous  appeals  to  the  consumer  neutralize  one 
another.  Recently  an  author  was  vrondcring  how  the 
consumer  could  save  anything.  "We  expend  a  billion 
annually  teaching  him  to  spend,  and  but  an  in^gnificant 
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fractioD  of  that  sum  on  teaching  hini  to  save."  After 
some  deliberation  he  arrived  at  the  conclusion  that,  "only 
the  foreign  element  can  save  because  they  cannot  read  the 
ads."  Because  both  observation  and  statistics  are  against 
these  commeDts,  we  conclude  that  the  consumer  has  a  will 
of  his  own,  and,  further,  that  numerous  appeals  deaden  the 
effect  of  one  another.  If  no  other  advertising  existed,  the 
housewife  would  experience  a  strong  appeal  from  the  page 
advertisement  in  her  home  journal  devoted  to  Pearl  La 
Sage's  "Great  Pariaennc  Beauty  Marvel,"  but  when  shc^j 
finds  that  over  half  her  journal  is  devoted  to  appeals,  the^f 
mere  fact  of  their  multiplidty  deadens  the  cflTect  one  of  the 
other. 

(j)  The  final  consumer  determines  the  market  limit  foTJ 
all  producers.    An  apparent  exception  to  this  is  the  fact] 
that  modern  production  takes  the  form  of  a  chain  of  con- 
cerns from  the  raw  material  to  the  finished  product;  iron* 
ore  mining  •-•  smelting  into  pig  iron  "-^  steel-making  •-♦j 
wire-making. 

In  such  a  chain — cV'ifB^jClciypj^n  may  be  the  sot 
purchaser  of  A's  product,  and  the  sole  source  of  C's  supply.! 
B  thinks  of  C  as  his  only  market,  and  so  in  turn  C  regards 
D.    On  further  analj-as  it  is  clear  that  D  does  not  limit 
C,  nor  does  C  Hmii  B.    They  are  the  consumers  supplied^ 
by  D,  who  limit  in  turn  the  output  of  D,  C,  B,  A.     Supptj 
travels,  so  to  speak,  in  the  direction  from  A  to  the  con- 
sumer: 

A  --^  B  ■-*•  C  •*-♦  D  ■-*  Consumer, 

whereas  demand  travels  in  the  opposite  direction: 
Consumer  — *D— *C— »-B»-*A. 
Demand  begins  and  supply  ends  with  the  consumer. 
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ij.  Monopoly  piice,  we  have  seen.  U  fixed  at  the  point 
where  in  the  judgment  of  the  monopolist  the  largest  net 
return  will  ultimately  be  secured.  In  most  cases,  not  all, 
the  monopolist  will  make  fewer  sales  if  the  price  is  high 
and  more  sales  if  the  price  is  tow.  Monopoly  prices  as 
well  as  competitive  prices  arc  always  at  thcequating-point 
of  supply  and  demand.  The  monopoly,  demand  present, 
controls  the  price  only  because  of  it£  power  to  control 
supply. 

(a)  The  Amplest  case  in  monopoly  pncc-moking  is  found 
in  a  few  cases  wfiere  litUe  or  no  cost  of  production  is  found 
and  where  the  supply  is  Umtlcd.  Suppose  that  one  has 
inherited  a  collection  of  antiques.  Assume  that  the  cot- 
lection  is  well  known,  so  that  no  advertising  or  other  costs 
are  necessarj*  for  their  marketing.  What  price  will  the 
owner  place  upon  the  collection?  If  the  items  compos- 
ing the  collection  are  virtually  the  same  the  monopolist 
cotUd  either  sell  them  at  a  uniform  price  and  all  at  one 
time,  or  he  could  sell  each  item  separately  and  at  different 
prices.  The  latter  method  would  bring  a  larger  total  price, 
because  the  lowest  price  received  by  selling  them  one  at  a 
time  would  be  the  same  as  the  uniform  price  on  the  items 
if  sold  at  the  same  time.  Assuming,  however,  that  he 
sells  all  at  once,  he  would  fix  the  price  at  the  highest  point 
that  would  clear  the  market,  that  is,  at  the  highest  figure 
at  which  all  the  items  would  be  boughL  The  monopoly 
price  in  this  instance  mi^t  be  the  same  as  if  the  collection 
were  sold  to  a  group  of  competing  buyers,  by  &  group  oi 
competing  sellers. 

(b)  The  case  would  be  different  if  one  bad  a  monopoly 
of  an  unlimited  commodity  vrhere  mo  cost  it  itnohed.  Mo- 
nopoly always  impUcs  a  pn^Krty  rigbti  so  let  as  say  that 
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one  owns  a  natural  well,  alTorduig  all  but  an  cxhausiless 
5UM>ly  of  most  highly  desired  mineral  water.  Then  a 
price  may  be  fixed  so  high  that  *'bc  may  only  occasionally 
sell  a  pint  to  a  king  or  a  millionaire,  while  if  he  6xes  a  very 
low  price  he  may  sell  to  every  peasant  and  yet  get  a  very 
low  return."  The  monopolist's  problem  is  to  determine 
the  price  at  which  the  number  of  sales  multiplied  by  the 
price  per  sale  will  earn  him  the  largest  net  return.  It  is 
incorrect  to  think  of  monopoly  prices  as  always  cxtor- 
tionately  high,  for  instead  they  are  frequently  lower  than 
competitive  prices.  Nor  ia  it  correct  to  think  of  ihcm  as 
always  low.  for  at  times  they  arc  fax  above  competitive 
prices.  It  is  correct  to  think  of  monopoly  price  as  bdng 
fixed  at  the  point  where  the  highest  net  return  will  result- 

(c)  TIk  ihst'uUy  of  consumption  enters  a  new  clement 
into  our  rea-wning  on  monopoly  price.  There  arc  some 
commodities,  such  as  the  primary  necessities,  where  the 
volume  of  sales  varies  but  little  with  a  movement  in  price. 
The  market  demand  for  such  commodities  is  inelastic. 
Take  milk,  for  example,  which  is  a  common  necessity. 
Without  milk  the  dinner  would  tje  spoiled,  and  yet  cv< 
though  its  price  is  high  it  forms  but  a  negligible  fracti 
of  the  cost  of  the  meal.  Too  much  milk  also  spoils  t 
dinner.  In  any  case,  whether  the  price  be  high  or  low.  wc 
will  buy  about  the  same  amount  of  milk.  The  monopoU 
will  most  aissuredly  fi.\  the  price  high. 

For  other  commodities,  luxuries,  and  semiluxuries,  the 
market  demand  is  elastic.  Their  volume  of  sales  increases 
with  a  lowering  of  price  an<i  ilecreases  with  a  rUing  of  the 
price.  By  lowering  his  price  the  monopolist  does  t 
things:  first,  lowers  the  profits  on  each  sale  and.  socondty, 
secures  a  larger  number  of  sales.    His  purpose  will  be 
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strike  the  point  where  sales  multiplied  by  protits  will  yield 
Btbe  iarscst  return.     Hut  he  meets  vrith  other  complica- 
lions;  he  must  determine  whctTier  an  increase  of  output 
^  will  be  at  constantly  dccrcasinK  or  increasing  costs. 
^    (d)  11  the  monoi>olist's  cost  {kt  unit  of  output  rcmaia 
constant.  8m  would  be  the  monoiwly  price  in  the  follow- 
ing table : 


1 

Mm 

No  SdM 

CrasVidd 

FnUnll' 

Total  Cori 

ProGU 

i 

lO 

7 

1,000 

3,000 

S,ooo 

10,000 

10,000 
18/MO 

4'.S«> 
70,000 

8 
8 
8 
8 

B,ooo 
■0,000 
40,000 
&o,oco 

3,^)00 
9,000 

3,500 
—  ■0,000 

'  For  »ke  of  simpliclly  costs  uc  taken  aa  uiiiforni,  whether  tlic  yield  be 
nun  or  l&rgc. 

14.  Increasing  Costs. — Tn  many  cases  the  cosl  per  unit  of 
outpui  increases  as  the  volume  of  output  increases.  Other 
things  remaining  the  same,  this  will  be  found  true  in  the 
mining  of  coal.  The  greater  the  amount  mined  the  greater 
will  be  the  distance  underground  at  which  mining  opera- 
lions  will  be  carried  on.  The  extra  cost  of  moving  the 
coal  over  the  lunger  distance  to  the  entry  of  the  mine  must 

■  be  subtracted   from    the   jirofits.    Within   the   Kanawha 
™  Valley  coal-liclds  there  arc  mines  which  formerly  returned 

large  profits,  but  to-day  they  are  abandoned.  Thej'  are 
aban<loned,  nut  because  the  coal  has  been  exhausted,  but 
because  the  mining  has  been  pushed  so  far  from  the  en- 
trance  that  the  cost  of  o|>eration  leaves  no  profit.     With 

■  this  thought  in  mind,  how  would  the  anthracite-coal 
monopoly  fix  its  price?  It  would,  tirst,  consider  the  quan- 
tity of  coal  sold  at  various  prices;  it  would  consider,  see-. 
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ondly,  the  tncreasdng  costs  brought  about  by  the  dUTereat 
quantities  sold  at  the  diHerent  prices.    If  the  demand  is 
inelastic  the  monopolist  will  sharply  restrict  output.    This 
would  secure  a  large  protit  on  each  ton  sold,  and  would, 
reduce  somewhat  the  volume  of  sales,  thus  keeping  dovt-i 
costs.     Another  policy  might  be  to  vary  the  prices 
waid  from  time  to  time  in  such  manner  as  always  to  secur 
the  highest  net  returns  For  the  time  being. 

rs.  Institutions  of  dimloisbiog  costs,  those  whose  cod 
per  unit  of  output  diminhhcs  as  ifte  volume  of  outpui  in- 
creases, generally  tind  it  advisable  lo  maintain  low  prices. 
This  is  always  true  wilh  respect  to  commodities  for  which 
there  are  good  substitutes  at  reasonable  prices.  It  is  true 
when  for  any  other  reason  the  maricct  demand  for  such 
goods  is  clastic.  But  in  case  of  goods  for  which  the  mar- 
ket demand  is  inelastic  the  price  will  be  high.  The  princi- 
ple of  dinilnishing  costs  could  not  operate  tn  case  of  a 
monopoly,  if  the  market  demand  were  inelastic.  Phj-si- 
cally  it  could  operate,  but  there  would  be  a  negligible  de- 
mand for  the  increased  output.  ^H 

Public  utilities  are  institutions  whose  cost  per  unit  or^ 
output  diminishes  up  to  a  certain  point.  Some  years  ago 
the  elevated  railroads  in  New  Vork  City  reduced  the  (are 
from  ten  cents  to  five  cents.  The  number  of  fares  col- 
lected the  last  year  on  the  ten-cent  basis  was  115,109,591. 
The  very  next  year  on  the  five-cent  ba^  the  number  of 
fares  increased  to  158,963,232.  These  ligurcs  Indicate  that 
the  company  suffered  an  immediate  loss.  But  it  b  now 
thought  that,  poliUcal  considcratioos  aadc,  the  change 
has  in  the  long  run  been  profitable.  One  streetor  line  In 
Chicago,  some  years  ago,  tried  a  rate  of  twelve  rides  for  a 
quarter,  as  an  experiment.    So  phenomenal  was  th 
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crease  m  traffic  that  the  lower  fare  proved,  it  is  said,  more 
remunerative  than  the  five-cent  rate. 

i6.  Monopoly  Pric«s  Vary.— Monopoly  price,  we  have 
seen,  is  so  fixed  as  to  allow  the  largest  net  return.  In  keep- 
ing with  this  principle,  a  monujHilLst  will  vary  his  prices 
in  different  places.  Tlierc  is  an  English  wine  which  is  in 
ill  repute  at  home,  where  it  sells  at  a  low  price;  the  same 
wine  is  highly  esteeme<l  in  the  fashionable  circles  of  Paris, 
where  the  monopolist  holds  it  for  a  high  price.  Americans 
are  comparatively  wealthy  and  ^end  rather  freely,  whereas 
in  comparison  the  Italians  are  poor  and  spend  their  means 
more  sparingly.  An  American  company  is  said  to  sell  the 
same  lawn-mower  cheaper  there  than  at  home.  Monqjo- 
lies  charge  class  prices  when  practicable.  Railroads  are 
exemplary  of  this,  as  a  few  instances  will  show ;  They  run 
qtedal  trains  with  e.xtra  charge,  charge  difTercnt  prices  for 
angle  tickets  and  commuter's  thirty-trip  tickets;  charge 
prices  differing  entirely  out  of  proportion  to  the  difference 
of  service  for  first  and  second  class  tickets;  parlor-cars  and 
drawing-rooms  and  other  special  features  are  provided  to 
appeal  to  difTercnt  classes. 

17.  Domestic  and  Export  Prices. — Large  corporations 
and  monofwltcs  sometimes  sell  in  a  foreign  market  cheaper 
than  at  home.  This  practice  is  invariably  condemned  In 
the  home  market  To  avoid  this  public  disfavor,  the 
monopolist  spares  no  effort  to  conceal  the  fact  that  he 
favors  the  foreign  market  in  price.  The  public  dislikes  a 
monopoly  at  best,  and  this  dislike  is  kindled  into  acute 
resentment  by  the  idea  of  discrimination  In  favor  of  for- 
eigners. It  is  not  a  consistent  policy  of  monopolies  to 
favor  the  foreign  market  In  price,  yet  there  are  probably 
very  few  monopolists  who  do  not  at  times  scU  at  a  low 
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price  in  the  foreign  market.  This  jiractice  la  technically 
knon'n  as  "dumping,"  and  is  done  in  order  to  protect  the 
home  market,  to  keep  the  plant  going,  and  to  develop 
a  foreign  field. 

The  home  demand  for  a  particular  product  changes  from 
time  to  time,  depending  upon  the  seasons  of  the  year  and 
u[x>n   the  variations  of  industrial  prosperity.     At  those 
periods  when  the  demand  in  the  home  market  is  cut  short, 
as  well  as  in  periods  of  prosperiij',  the  monopoly  desires  fully 
to  employ  its  plant.     It  roust  keep  the  capital  employed 
because  the  interest  charge  for  idle  capital  is  no  less  than 
for  active  capital.    A  chief  prxAIem  for  tlie  monopoly  is 
to  maintain  a  large  and  well-organized  labor  force.     I'hts 
would  be  all  but  im|>ossiblc  were  a  plant  forced  to  run 
intermittently-    To  build  up  and  sustain  a  nicely  adjusted 
organization  throughout  a  large  concern  requires  a  rather  \ 
steady  output.    Large  concerns  oftentimes  buy  practically 
all  of  the  output  of  certain  raw  materials.    \\'hen  the 
plant  is  constantly  employed  it  buys  these  raw  materials 
regularly  and  in  large  quantities,  thus  securing  a  dqxnd- 
able  supply  at  favorable  prices.    Thus,  in  order  to  keep 
the  plant  fully  employed,  to  avoid  the  wastes  of  i<]le  capi- 
tal, to  maintain  an  organized  force  of  laborers  and  to  be 
guaranteed  a  steady  supply  of  raw  materials,  combinations 
frequently  lower  the  cxix)rt  price  in  order  to  disjxjse  of  a 
surplus.    This  tends  to  maintain  a  rather  steady  price  in 
the  domestic  market.    Such  a  policy  is  wise  for  the  monop- 
oly in  that  it  protects  the  most  desirable  market.     This 
policy  is  also  advantageous  for  the  domestic  market  be- 
cause it  eliminates  wide  price  fluctuations-    It  rerooves  aal 
undesirable  speculative  or  gambling  feature  from  business. 

Again,  certain  concerns,  oU  and  tobacco,  for  instancci] 
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I  consistently  maintain  u  low  price  In  certain  foreign  fields 
P  In  order  to  introduce  their  jiroduct  and  thus  devclof)  a 

foreign  market- 
i8.  Limitations  on  Monopoly  Price.— There  h,  an  elastic 

market  daiia.nd  fur  t}ic  great  majority  of  commodities. 

The  monopolist  would  tmd  his  price  limited  even  on  a 

necessity  such  as  wheat,  for  if  it  is  high  rye  or  corn  would 

I  be  substituted.  If  anthracite  coal  is  priced  too  high  other 
fuels  will  be  used.  A  lumber  monopoly  wouk)  &nd  its 
price  limited  by  other  building  materials — brick,  cement, 
or  stone.  If  the  boat-line  asks  too  much  for  moving  sand 
and  building-stone,  the  sand  and  building-stune  will  not 
move.  The  Chesapeake  and  Ohio  Railroad  is  the  chief 
outlet  for  the  great  Kanawha  Valley  coal-field.  Xcvcrthc- 
Icss,  this  road  must  Umit  its  rates,  for  the  coat  cannot  be 
mined  if  the  rates  absorb  the  profits.    Other  coal-&clds  will 

I  supply  the  market  and  over  other  roads.  Thus  monopoly 
price  is  limited  by  the  principle  oj  subslUutton  an<f.  in  some 
cases,  by  the  abandoitment  of  industries,  which  depend  on 
the  monopoly. 
Again,  potential  competition  in  case  of  cipitaUstic  mo- 
nopolies always  threatens  to  enter  the  field.  Then,  too, 
the  mono|>oly  must  reckon  with  legal  interference.  If  the 
monopoly  price  be  exorbitant,  public  infection  and  litiga- 
tion arc  likely  to  follow.  Corporation:7  practise  ingenious 
devices  at  limes  to  hide  large  returns  so  as  to  give  an 
appearance  of  normal  to  swollen  incomes. 

19.  Exercises.^r.  "The  exclusive  privilege  of  making 
and  selling  a  product  is  u  monopoly  in  its' completes!  form 
.  .  .  and  it  can  raUc  the  price  of  what  it  sells  without  hav- 
ing in  >iew  any  other  con.sideration  than  its  own  interest." 
(J.  B.  Clark.)    What  is  omitted  in  this  defmition? 
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MoDopoly  used  as  a  synonym  far  scarcity:  "Lando^-n- 
ership  is  perhaps  the  greatest  single  monopoly  with  which 
society  must  grapple.  There  i.s  no  sense  of  the  word  in 
which  the  private  ownership  of  land  is  not  monopolistic. 
Were  there  enough  land  to  go  around,  and  some  to  spare, 
landowncrship  would  be  in  no  sense  a  monopoly."  (Scott 
Nearing.)  Criticise  this  statement,  mainly  from  the  stand- 
point of  the  use  of  the  word  "monopoly," 

"Monopoly  is  such  a  degree  of  control  over  the  supply 
of  goods  in  a  given  market  that  a  net  gain  will  result  to 
the  seller  if  a  portion  is  withheld."  (F.  A.  Fetter.)  Would 
this  include  a  buying  monopoly?  Will  withholding  a  por- 
tion always  secure  a  net  gain  for  the  monopoly  seller  ? 

"A  monopoly,  as  the  derivation  of  the  word  implies, 
a  restriction  imposed  by  a  government  upon  the  sale  of 
certain  services."    (A.  L.  Perr>'.)    Would  this  definitioi^H 
hold  in  the  daj-s  of  Queen  Elizabeth?    Will  it  ser\'e  now^| 

2.  What  is  the  test  of  monopoly? 

i.  Enumerate  the  kinds  of  monopoly  mentioned  ta 
chapter. 

4.  In  a  so-called  capitalistic  monopoly  arc  there  natura 
limitations  which  protect  the  monopoly?     (See  section 

II  above.)  ^M 

5.  What  is  the  practical  importance  of  studying  markc^B 
limitations  such  a<t  are  outlined  in  paragraph  t3  above? 
What  suggestions  might  such  a  study  give  one  who  is 
planning  ;in  advertising  campaign  for  the  Franklin  auto-_ 
mobile? 

6.  In  what  sense  can  a  monopoly  "fix  the  price"? 

7.  What  motive  guides  the  monopoly  in  the  determina- 
tion of  the  price  of  its  product  ? 

8.  If  you  had  a  monopoly  of  salt  which  you  sell  at  eight 
cents  a  pound,  would  you  raise  the  price  should  the  gov- 
ernment levy  a  tax  of  one  cent  a  pound  on  it  ?    If  so  boi^H 
much?  ^M 

Substitute  a  good  for  which  there  is  a  very  elastic  mar- 
ket demand  for  the  word  salt  ii»  the  above,  and  formulate. 
your  reply. 
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9.  "When  a  commodity  is  at  a  monopoly  price,  it  is  at 
the  very  highest  price  at  which  the  consumers  are  willing 
to  purchase  it."    (David  Ricaido.) 

What  consumers,  all  or  a  particular  class  ? 

Is  the  statement  true  if  it  means  the  highest  price  which 
the  most  wealthy  would  pay? 

If  he  means  the  highest  price  that  some  class  would  pay, 
would  the  same  be  true  in  case  of  any  competitive  price? 

10.  Does  it  make  any  difference  in  your  reasoning  on 
monopoly  price  of  a  good  whether  the  cost  of  production, 
with  an  extension  of  output,  is  constant,  increasing,  or  de- 
creasing? 

11.  Why  do  corporations  sometimes  sell  cheaper  in  the 
export  market  than  in  the  domestic  market  ?  Is  this  ever 
justified? 


CHAPTER  XXVII 
CONTROL  OF  TRUSTS 

I.  Trust  defined,  a.  Pools.  3.  Statements  in  pmnt  by  Tuisag  uid 
Jenks.  4.  Railroads  during  the  World  War.  5.  The  situation  at  the  dose 
of  the  war.  6.  The  legal  form  of  tnists.  7.  From  trusts  to  holding  com- 
panies. 8.  From  holding  companies  to  mergers.  9.  The  purpose  of  trust 
legislation.  10.  The  hazard  of  the  bu^ess  man.  ri.  Competition  and 
attempt  to  monopolize.  la.  Common  law  on  restraint  of  trade.  13. 
Laissez-faire  and  control.  14.  The  ShermaD  Anti-Trust  law.  15.  The 
prevention  of  trusts.  16.  The  Standard  Oil  case.  17.  Prevention  or  de- 
struction. 18.  Trust  regulation.  19.  Need  of  further  le^slation.  30. 
Unfur  methods  of  competition.  21.  The  Anti-trust  legislation  of  1914. 
31.  The  Federal  Trade  Commisuoo.  13.  Holding  companies  and  interiock- 
ing  directorates.    34.  The  Webb-Pomerene  act.    35,  Ezerdses. 

I.  Trust  Defined. — Common  parlance  applies  the  word 
trust  to  any  form  of  large  production  or  monopoly.  Tias 
inexact  usage  renders  the  term  incapable  of  scientific  dis- 
cussion. More  accurately  speaking,  a  trust  is  not  a  pub- 
lic utility,  nor  is  it  a  legal  or  natural  monopoly.  It  rests 
upon  no  special  franchise,  no  right  of  eminent  domain,  no 
single  important  patent.  The  following  are  public  utilities, 
not  trusts;  railroads,  telegraphs,  telephones,  water-sup- 
plies, gas  and  electric  plants. 

Trusts  apply  to  industrial  combinations,  manufacturing 
corporations  in  particular,  with  such  technical  and  finan- 
cial powers  as  to  dominate  in  some  line  of  production. 
They  may  or  may  not  be  monopolies,  but  they  are  formed 
to  avoid  the  wastes  of  competition.  It  is  fair  to  assume 
that  the  goal  of  such  combinations  is  at  least  some  mo- 
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pers  and  the  public  generally  objected  because  the 
were  so  discriminating  as  to  hinder,  in  many  cases  to  de-'' 
Rtroy,  competition  among  shippers.  Certain  large  man- 
ufacturing monopolies  owe  their  existence  to  unfair  rail- 
n»ad  rates.  These  effects  of  unfair  rebating  ujxin  other 
kinds  of  business  caused  rebating  to  fall  into  opprobrium. 

In  fairness  to  the  railruads,  however,  it  must  be  said 
iliat  Ihey  did  not  welcome  the  rebating  which  they  them- 
selves practused.  They  wished  to  get  as  much  as  possible, 
but  the  nature  of  their  business  forced  them  to  practise 
rate  discrimination  as  a  competitive  necessity.  As  a 
means  of  relief  from  this  competition,  so  costly  for  both 
the  public  good  and  the  roads,  the  railroads  sought  to  form 
pools.  Regarding  the  wisdom  of  permitting  such  pools,  ^« 
I  shall  quote  the  opinions  of  two  eminent  authorities.         ^M 

3.  Statements  in  Point  by  Taussig  and  Jenks.'— "The 
natural  step  for  competitive  railways  is  to  put  an  end  to 
competition  by  combining  to  fix  rates  once  for  all.  Hence 
railway  pools  and  combinations  appeared  at  an  early  date, 
as  a  mean.'?  of  putting  an  end  to  'ruinous'  or  'cutthroat' 
competition.  Such  pools  arc  hard  to  hold  together,  at 
least  under  the  English  and  American  law,  which  make 
them  void  and  non-enforceable;  but,  so  far  as  they  go, 
they  check  the  tendency  to  special  rates  for  favored  ship- 
pers. They  are  thus  a  means  of  furthering  equality  of 
treatment  and  equality  of  industrial  opportunity.  Whether 
or  no  it  be  sound  policy  to  prohibit  combinations  and  price 
agreements  in  other  industrife,  almost  all  careful  observers  ^j 
of  railways  agree  that  as  to  them  such  prohibition  Is  un-^| 
wise.  None  the  less,  our  Interstate  Commerce  Act  pro- 
hIbiCed  combination  of  any  sort;  and  the  prohibition  was 

■  Toueoig's  Piindfilcs  of  Economics  {id  cd.,  IQ13),  U.  pp.  ijg-jSt^ 
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made  even  more  drastic  by  the  Rencral  an ti- monopoly  act 
of  1S90,  known  as  the  Sherman  I^w." 

In  an  address  before  the  reconstruction  committee  of  the 
NationaJ  Cmc  Federation  (December  2,  1918)  ProfcssOT 
J.  W-  Jcnks  said;'  "I  suppose  you  were  all  very  much 
Impressed,  as  I  was,  with  the  fact  that  when  Secretary 
McAdoo  was  made  director-general  of  the  railways,  his  very 
first  order  was  to  permit  universal  pooling  of  the  railroads. 
That  Is  to  say,  under  the  powers  that  were  given  him,  and 
in  these  extraordinary  war  times,  he  did  exactly  whal  all 
of  the  railroad  managers,  all  of  the  economists,  who  had 
studied  the  subject,  and  the  Interstate  Commerce  Com- 
mission itself  from  its  very  first  organization  on  to  the 
present  time,  had  recommended.  The  bitterest  discussions, 
at  the  time  the  Interstate  Commerce  Act  was  passed  in 
1887,  were  over  the  anti-ixwUng  section  of  the  Act.  The 
railroads  favored  pooling  under  government  supervision. 
But  Congress  put  into  the  law  the  antl-pooling  clause, 
and  in  spite  of  the  fact  that  the  first  Interstate  Commerce 
Commission,  under  the  wise  leadership  of  Judge  Cooley, 
and  many  of  the  succeeding  Interstate  Commerce  Com- 
missions have  recommended  that  that  anti-pooling  clause 
be  repealed  and  pooling  under  government  supervision  be 
permitted,  the  political  fccUng  oi  the  country  has  been 
against  it;  and  It  was  not  until  we  were  under  the  stress 

war  that  the  advantages  of  centralized  action  could  be 
ircd." 

4.  Railroads  During  the  World  War. — Experience  as 
well  as  the  theory  of  the  case  attest  to  the  wisdom  of  rail- 
way combinations.  Hampering  legislation  has  endeavored 
to  enforce  competition  among  railroads,  even  though  the 
■  A'«(mmJ  Ci>k  /'Wcrtf  wit  KaieK,  I>«t«rabcr  as,  igi8. 
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taws  of   economics   necessitate   combination.     In   conse- 
quence of  this  leiiislation  the  maximum  utilization  of 
roads  has  been  prevented.    When  the  war  came  the  r; 
roads  were  forced  to  assume  a  gigantic  task,  they  w 
strained  to  the  breaking -point  under  the  compulsi<Mt 
making  vast  additions  Lo  their  normal  volume  of 
One  of  two  things  had  to  be  done;  eitlier  legiskltve 
tions  had  to  be  removed,  or  the  government  had  to  take 
over  and  operate  the  roads.    The  latter  was  chosen,  for 
the  public  opinion  back  of  thi.s  legi>latian  wa.s  unyielding. 
That  it  might  correct  the  results  of  its  own  decrees,  the 
government  had  to  become  the  operator,  so  as  to  ignore 
the  decrees.    Xow  that  the  war  Ls  over  and  the  govern- 
ment has  the  roads,  all  arc  interested  to  kaow  what  it  i& 
going  to  do  with  them. 

5.  The  Situation  at  the  Close  of  tiie  War.— Three  mea' 
sures  arc  advocated  for  the  railroads:  absolute  private  own- 
ership and  operation,  absolute  government  ownership  and 
operation,  private  ownership  and  operation  under  the  gi 
emmcnt's  super\'ision.  Absolute  private  ownership 
operation  now  seems  impossible.  Such  laws  as  the  Ad: 
son  bill  of  August,  igi6,  fixes  the  scale  of  wages  the  ow 
must  pay.  The  owner  is  not  free  in  the  making  of  con- 
tracts which  fix  his  costs  of  operation.  Nor  is  he  at  liberty 
to  make  those  contracts  which  determine  his  inccone.  The 
Interstate  Commerce  Commission  fixes  the  rates,  which  are 
the  source  of  income.  One  governmental  body  determines 
the  outgo  and  another  fixes  the  income;  between  these 
stands  the  owner  to  pay  the  bills  as  best  he  can.  They 
were  not  far*sccing  statesmen  who  would  fix  upon  theMfl 
means  for  the  promotion  of  improvements  and  the  growi^^ 
of  railway  systems  in  keeping  with  the  needs  of  a  rapid! 
developing  country. 
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A  discussion  of  the  controversial  point  of  public  ouvner- 
ship  and  control  would  not  serve  our  purpxise  here.  The 
sounder  judgment,  in  my  opinion,  looks  toward  such  a 
modification  of  existing  legislation  as  will  give  the  public 
the  benc&t<>  oi  private  ownership  and  control,  but  under  a 
governmcntai  supervision  that  will  at  once  safeguard  the 
public  interests  and  free  the  railroads  from  artificial  re- 
straints. 

Enough  has  been  said  to  show  that  the  efforts  to  do 
away  with  pools  have  conspicuously  (ailed  of  their  object. 
With  respect  to  manufacturing  companies,  when  they  have 
been  forbidden  to  form  contracts  for  their  mutual  benefit 
tbey  have  foimd  waj-s  of  evading  the  law.  The  old  way 
to  evade  the  Liw  was  to  form  a  trust. 

6.  The  L«gal  Form  of  Trusts.^The  word  trust  in  its 
eomomic  sense  has  been  defined,  and  it  is  in  this  sense  that 
the  word  is  now  used.  In  the  legal  formation  of  a  trust 
the  holders  of  voting  slock  in  the  competing  companies 
would  surrender,  in  mast  cb.sc:s,  a  majority  of  all  their  stock 
to  a  board  of  trmtees.  Thus  a  central  board  controlled 
the  vole  and  directed  the  policy  of  the  companies.  A 
single  voting  trust  for  the  competing  companies  secured 
harmony  in  action  as  to  kind  of  product,  volume  of  output, 
and  price.  The  holders  exchanged  their  stock  for  trust 
certificates,  and  were  piiid  dividends  proportionate  to  the 
certificates.  The  Standard  Oil  Trust  was  formed  in  1S83, 
but  the  50-called  trust  period  was  from  jS8S  to  1897. 

7.  From  Trusts  to  Holding  Companies.— Under  the  pres- 
sure of  the  law  the  pool  gave  way  to  the  trust,  then  the 
trust  proved  to  be  illegal  and  was  given  up  in  favor  of  the 
holding  company.  In  the  year  1S89  the  state  of  Xcw  Jer- 
sey assumed  the  resfwiuibiliiy  of  changing  the  trust  policy 
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of  the  Uniled  States.    Id  that  year  New  Jersey  enacted 
an  amendment  to  its  corporatioa  law  which  read: 

"Any  cotpoiatloQ    nay  purchuec,  hold,  sell,  assign,  transfi 
mong&xet  plccljcc,  or  otlicrwuc  dispose  ol  the  shves  of  ihc  capii 
stock  of,  or  any  bonds  seojrilies,  or  cvideores  ot  indirfatedneM 
nted  by,  any  othercorporatioD  or  corporntioiu  of  this  or  any  othi 
stale,  and  while  owner  of  said  stock  may  exercise  all   Ihc  righUdl 
powers,  nnci  privileges  of  owner^ip,  indudiog  ihe  right  lo  vote 
tbutoa." 


J 


Now,  8  company  in  any  state  is  at  liberty  to  take  out 
articles  of  incoqjoration  m  any  other  state;  therefore, 
company  desiring  the  privileges  of  a  holditig  company 
would  turn  to  the  state  of  New  Jersey.  Thus,  an  enact- 
ment of  this  one  state  legalized  holding  companies  in 
reality  for  the  whole  country.  In  order  to  hold  their  cor- 
porations, other  states  followed  in  the  lead  of  New  Jersey. 
This  h  an  excellent  example  of  how  competition  among 
states  leads  to  loose  legislation.  Under  the  goveraorship 
of  Woodrow  Wilson  that  state  again  led  the  way  in  1913, 
when  it  passed  the  "Seven  Sisters  Act"  which  made  illegal 
holding  companic-s  for  the  purpose  of  monopolizing  or  i^H 
restraint  of  trade.  ^| 

Under  the  trust  form  the  stock  is  simply  placed  in  the 
hands  of  trustees  for  management.  WTiereas  the  holding 
company  actually  owns  the  stock  of  the  constituent  com- 
panies. The  management  and  operation  in  the  holding 
company  are  virtually  the  same  as  under  the  trust.  The 
difference  between  the  two  is  a  matter  of  form  rather 
of  reality. 

Some  Icadbg  examples  of  htilding  companies  are  the 
Standard  Oil  Company,  the  United  States  Steel  Corpora- 
tion, and  the  American  Tobacco  Company.     In  19x1 
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first  and  the  last  of  the  above-named  companies  were  dis- 
solved. These  were  test  cases  proving  the  holding  com- 
pany to  be  illegal  when  it  exists  in  restraint  of  trade. 
Again,  under  the  pressure  of  law,  combinations  began  to 
take  on  a  new  form  of  organization.  Since  1904  mergers 
have  become  important, 

8.  From  Holding  Companies  to  Mergers.^The  merger 
is  the  final  stage  in  the  conceniration  of  control.  There 
arc  no  constituent  companies  in  the  merger.  The  master 
company  buys  in  and  cancels  the  stock  of  other  compa- 
nies. The  only  outstanding  or  remaioing  s^tock  is  that 
of  the  muster  company.  To  take  an  example  from  Presi- 
dent Van  Hisc:'  "If,  for  instance,  the  different  companies 
of  the  United  States  Steel  Corporation — the  Federal  Steel, 
the  Carnegie  Steel,  and  others — cease  to  exist  by  their 
stock  being  cancelled  and  stock  of  the  Steel  Corporation  be 
the  only  cxiKting  issue,  we  should  have  the  final  stage  of 
corporation  management  for  this  gigantic  company." 

This  is  a  brief  history  of  the  changing  forms  of  combina- 
tion. But  despite  these  changes  in  form  the  fact  of  con- 
centrated control  persists.  "The  trust  problem"  is  the 
problem  of  obtaining  a  proper  disposition  of  the  central- 
ized control  over  Industries. 

9.  The  Purpose  of  Trust  Legislatioo. — The  purpose  of 
trust  legislation  is  to  declare  a  public  industrial  policy 
and  to  provide  the  means  for  making  that  policy  efleclive. 
Its  essence  is  to  prevent  artificial  monopoly  and  to  main- 
tain competition.  Our  legislatures  and  courU  have  not 
been  indifferent  to  questions  of  efficiency  in  the  manufac- 
ture of  physical  commodities,  but  such  questions  have 
been  regarded  as  of  little  consequence  in  comparison  with 

*  ConccninitioB  sod  Conlrol,  p.  ;i. 
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such  matters  as  the  scope  oE  individua]  initiative, 
equitable  distribution  of  wealth,  and  a  fair  field  for  all' 
producers.    Our  public  policy  has  in  view  not  so  much  the 
technical  advantages  of  monopoly  or  competition  as  tfac^y 
economic  organization  which  will  give  us  the  kind  of  society^^ 
we  want.    Competitive   trade  fosters  a  healthful  social 
stimulus:   It  bears  a  social  character  which  monopoly  de- 
stroys.    Competitive  prices  are  governed  by  forces  outside 
of  any  one  man.    They  are  democratic,  not  despotic;  they 
are  accepted  as  fair  and  do  not  bear  the  sting  of  personal 
extortion.     Any  contract  to  control  prices  or  restrain  com-^_ 
|>etition  is  declared  void,  as  against  the  pubUc  policy.         ^| 

We  have  seen  that  public  utilities  are  not  competitive 
in  nature.  It  has  been  pointed  out  that  artiticially  to  en- 
force competition  among  such  institutions  Is  harmful.  An 
ai%hlened  public  polic>'  must  be  based  upon  an  analysts 
of  the  economic  nature  of  industries.  Analy^  must  pre- 
cede any  attempt  to  eliminate  abuses  and  to  preserxx 
initiative  and  flexibility.  Our  policy  aims  to  shield  the 
public  against  the  lethargy  of  industrial  monopoly,  which 
shows  itself  in  poor  serWce,  uneconomical  production,  high 
and  discriminating  prices.  It  would  insure  a  "sqiiare^j, 
deal"  to  investors  and  employees.  ^^ 

Our  laws  are  not  yet  so  complete  as  to  remove  uncer- 
tainty among  business  men  by  defining  what  they  may 
and  may  not  do.  As  yet,  unfortunately,  well-mcaiiing 
capitalists  refrain  at  Limes  from  undertaking  needed  enter- 
prises  becau.se  our  laws  are  not  specific  and  they  arc  not 
well  adjudicated.  Business  men  with  the  most  commend- 
able motives  may  find  their  enterprises  subject  to  costly 
litigation  and  [wssible  dissolution.  The  public  poUcy  aikI 
the  law  are  not  in  complete  hannony. 
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10.  The  Hazard  of  Uie  Business  MtD.~But  our  lan^H 

must  Ik  exprcsst-d  in  general  terms,  for  if  we  specUically 
define  or  enumerate  the  acts  to  be  considered  illegal,  un- 
scrupulous competitors  will  be  quick  to  invent  a  new 
means  of  di3obe>'ing  the  spirit  of  the  law.  It  h&s  been 
aptly  said  that  we  dare  not  define  the  word  "fraud,"  for 
our  definition  would  be  defrauded  as  soon  as  we  made  it. 
Then^  if  we  cannot  protect  ihe  honest  business  man  by 
specifically  defining  illegal  acts,  it  would  be  well  could  we 
have  a  board  or  commission  with  power  to  advise  on  such 
matters,  A  capitalist,  for  instance,  wishes  to  estabh'sA  a  sell- 
ing agency  which  would  necessitate  his  making  a  number 
of  contracts  with  other  business  men.  Would  his  agency 
be  legal?  Would  his  contracts  be  cnforcibic?  If  he  con- 
sults his  own  attorneys  the}'  can  render  him  only  unofficial 
advice.  There  is  no  one  to  whom  he  may  turn  for  an 
authoritative  reply.  He  trusts  to  luck,  takes  the  ri&k, 
und  hazards  his  capital.  After  his  business  is  under  way 
the  Attorney- General  may  institute  suit  against  him:  He 
fights  the  suit  for  the  existence  of  his  business  and  It  Is 
only  upon  the  outcome  of  this  costly  suit  that  he  learns 
whether  his  business  is  legal  or  illegal. 

Why,  then,  do  we  not  establish  a  commission  to  advise 
the  undertakers  of  business  enterprises?  The  fact  is  that 
some  members  of  Congress  and  perhaps  the  majority  of 
citizens  throughout  the  countr)'  were  of  the  opinion  that 
the  Federal  Trade  Commission  would  perform  this  very 
function.  But  it  is  the  function  of  the  court  to  interpret 
the  law.  Congress  could  not  constitutionally  confer  such 
authority  on  a  commission.  Congress  is  not  at  liberty 
lo  transfer  the  powers  of  the  judiciary,  for  authority  to 
take  away  powers  implies  the  authority  to  aboUsh. 
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In  a  sense,  the  frequent  change  of  administnitions  with 
the  consequent  enactment  of  new  trust  legislation  is  un- 
fortunate. Frequent  changes  in  legislation  disturb  busi- 
ness, It  takes  time  for  business  to  become  thoroughly 
adjusted  and  for  the  laws  to  become  reasonably  adjudi- 
cated.   Stable  conditions  give  confidence  to  capital. 

II.  Competition  and  Attempt  to  MonopoUie.— To  obtain^ 
the  largest  net  returns  from  an  establishment  is  primarily 
a  technical  problem  of  efficiency.  It  is  a  problem  of  ad- 
justing the  different  parts  of  an  cstablisliment  to  each 
other,  and  of  conforming  the  size  of  the  establishment  to 
the  market.  The  most  wisely  adjusted  plants  have  com- 
petitive advantages;  their  minimum  costs  of  production 
enable  them  to  undersell  less  cfHcicnt  rivals.  This  com- 
pels the  less  efficient  to  bestir  themselves,  to  adopt  the 
newest  and  best  or  be  left  behind.  ^H 

Deductions  from  these  simple  truths  have  led  thoughtful  ^^ 
economists  to  gra\'e  errors.  Some  have  advanced  the 
claim  that  it  is  illogical  to  prohibit  attempts  to  monopolize 
because  monopoly  is  at  once  the  goal  and  the  natural  result 
of  competition.  Competition  weeds  out  the  inefficient  and 
leaves  the  battle  to  the  strong.  This  argument  has  been 
advanced  largely  with  respect  to  industrial  establishments. 
That  this  argument  is  full  of  enor  I  shall  now  proceed  to 
show.  ^J 

In  the  first  place,  it  mistakes  different  things  for  tb&^| 
same  thing.  "To  compete"  and  "to  attempt  to  monopo- 
lize" are  not  the  same,  but  antagonistic  in  principle.  The 
legitimate  competitor  would  not  build  up  his  own  house  i; 
by  tearing  down  his  competitor's  house;  his  purpose  ia^^l 
different — it  is  to  build  a  better  house  than  that  of  his  ^* 
neighbor.     If  one  competitor  builds  a  better  ferry-boat 
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than  another  he  may  take  the  bulk  of  the  trade:  If  he 
sinks  his  competitor's  !x)3t  or  drives  him  from  the  river 
with  a  shotgun,  again  he  will  take  the  trade.  It  will  be 
admitted,  however,  that  these  methods  of  enlarging  trade 
differ.  An  "attempt  to  monopolize"  is  an  attempt  to 
eliminate  competition.  Except  in  a  ver}*^  few  instances  of 
krgc  fixed  capital  industrial  monopolies  are  artificial  und 
obtained  by  predatory  methods.  To  use  the  wording  of 
Professor  A.  A.  Young,  "The  contention  that  'to  compete* 
and  '  to  attempt  to  monopolize '  are  synonymous  is  clearly 
un&oun<l.  They  are  definitely  antagonistic  in  prind* 
pie."' 

Those  who  advocate  the  above  v\frN  stiU  adhere  to  the 
antiquatLx!  doctrine  that  monopoly  is  the  Anal  limit  of  all 
So-calJcfl  in:>tttutions  of  increaidng  returns.  And  this  In 
Spite  of  the  fact  that  for  fifteen  years  it  has  been  estab- 
lished that  the  limit  of  diminishing  costs  is  the  point  of 
best  proportionality  and  not  that  of  monopoly. 

12.  Common  Law  on  Restraint  of  Trade.^Thc  purpose 
of  restraint  of  trade  is  to  monopoUxe  or  to  attempt  to 
monopoUze.  The  common  law  has  held  that  contracts 
f(H-  this  purpose  are  illegal  and  non-en  forcible.  Rea-sonable 
restraints,  however,  have  been  permissible.  English  courts 
have  held  that  where  the  purpose  of  a  contract  is  the  pro- 
tection of  one's  own  bu.tincss,  it  Is  legal  even  though  it 
scriouiUy  hampers  competition.  On  the  whole,  conunon- 
law  cases  have  declared  illegal  contracts  which  act  to  the 
detriment  of  a  third  part}'.  Public  opinion  ia  and  has 
been  antagonistic  to  combination.  The  general  trend  of 
public  opinion  and  of  the  courts  has  been  to  the  doctrine 
that  combinatiMi  has  hurlful  powers  not  possessed  by  the 
'  Jmniat  of  Politkai  Etomamy,  vat  33,  p.  aij. 
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individual  acting  alone.  It  has  been  held  that  certain 
arti  are  legal  Tor  an  indiWdual,  but  that  these  same  ^isj 
would  be  illegal  if  done  in  combination  nnth  others.  It  ii 
significant  that  in  the  past  particular  interest  has 
attached  to  the  rights  of  individual  litigants  rather  tha 
to  the  rights  of  the  general  public.  To-day  emphasis  falls 
upon  the  point  that  the  community  must  be  protected 
from  unfair  practices.  ^^ 

13-  Laissez-Faire  and  ControL^The  doctrine  that  tiH^ 
government  should  keep  its  hands  off  business  relations 
was  good  for  its  time  and  place,  but  changing  condititns 
have  rendered  it  obsolescent.  In  a  community  of  small 
business  concerns  iaisses-faire  vivifies  a  healthful  rivabj'  ii^| 
serving  the  public.  But  modem  methods  of  industrial 
warfare  under  the  rule  of  hisste-faire  would  vitiate  thCj 
forces  of  natural  economic  laws  and  render  monopoly  con-' 
trol  intolerable.  The  government  muAt  define  and  enforce 
the  proper  limits  of  industrial  enterprise.  Laws  unenforced 
arc  but  pious  declarations  of  principle.  The  doctrine  of 
iaisses-faire  had  as  its  goal  the  protection  of  property,  the 
freedom  of  person,  and  the  stimulation  of  production. 
"To  let  alone"  was  regarded  a  fit  and  prefer  means  oL. 
guarding  the  people's  interests.  | 

Conditions  difler,  for  to-day  monopoly  threatens  the 
people's  interests.  To  protect  social  interests  we  must 
have  the  regulating  power  of  law.  "The  official  who  re- 
strains the  plundering  monopoly,  preserves  honest  wealth, 
and  keeps  open  the  field  for  independent  enterprise  does 
on  a  grand  scale  something  that  Is  akin  to  the  work  of  the 
watchman  who  patrols  the  street  to  preserve  order  and 
arrest  burglars."'  The  old  doctrine  of  laissfz-faire  an( 
'  Johu  BatM  Gark,  Etoentl&U  or  (konoinlc  T1i«aiy,  p.  38^ 
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15.  The  Prevention  of  Trusts. — In  the  last  geveral  yeara 
no  little  has  been  said  and  written  on  *' tnist-busting." 
Many  thoughtful  persons  believe  that  under  our  Uvs 
existing  trusts  cannot  be  destroyed  and  competition  re- 
stored. Others  believe  that  Lhc  restoration  of  competition 
is  po6«bIc  in  the  fields  now  dominated  by  trusts.  The 
fact  is  that  vigorous  enforcement  of  anti-trust  lavrs  are  too 
recent  to  warrant  a  conclusion  on  the  restoration  of  com- 
petition. The  Sherman  Law  was  Uttle  more  than  a  dead 
letter  prior  to  1911.  The  methods  by  which  the  law  was 
enforced  were  too  gentle  to  test  its  power.  The  punish-^^ 
ment  of  offenders  consisted  of  a  light  fine  rather  thai^f 
imprisonment.  It  was  good  business  for  coiporations  to 
break  the  law.  If  one  is  fined  $5  for  an  act  which  profits 
him  $10,  it  is  good  business  to  perform  the  act.  These 
fines  have  been  much  like  the  student's  matriculation  fee 
— a  necessary  nuisance,  but  when  paid  it  is  settled  once 
for  al).  It  has  rarely  happened  that  a  trust  has  been  pun- 
ished more  than  once.  Other  trusts  escaped  fine,  merdy 
being  informed  that  their  acts  were  illega].  Trust  activi< 
ties  are  little  restrained  under  such  enforcement.  Not  the 
terminology  of  the  law  but  the  rigor  of  its  enforcement  is 
the  significant  thing.    Trusts  fear  but  little  the  possibility 

of  a  Ane,  but  the  lawbreaker  docs  fear  the  jail.  ^M 

16.  The  Standard  Oil  Case.— A  few  noteworthy  casei^B 
having  to  do  with  holding  companies  were  tried  under  the 
Sherman  Act.    Among  these  the  Standard  Oil  cose  of  1911 

is  typical.  The  Standard  had  bought  many  of  the  sub- 
sidiary companies  and  had  established  outright  a  number 
of  others.  The  whole  company  was  firmly  knii  together 
and  the  majority  stock  was  controlled  by  a  small  group 
of  close]}'  associated  indi\iduals.     How  did  the  court  pro. 
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ceed  to  dissolve  the  combination  and  restore  competition 
among  the  several  companies? 

The  court  decreed  that  the  stock  in  the  different  con- 
stituent companies  should  be  divided  pro  rata  among  the 
stockholders  of  the  holdinR  company.  If,  for  example,  A, 
B,  and  C  each  owned  one-third  of  the  stock  of  the  Stand- 
ard Oil  or  hokling  company,  they  would  each  come  to 
own  one-third  of  the  stock  of  each  subi^idiary  company. 
The  court  permitted  the  same  persons  to  be  elected  as 
or  directors  of  two  or  more  of  the  subsidiary  com- 
panies. Yet  the  officers  of  the  different  companies  were 
enjoined  from  making  any  agreements  among  themselves 
to  restrain  tratie.  The  court  prohibited  some  other  formal 
means  Jor  securing  unity  of  control.  TTie  court  left  pre- 
cisely the  same  community  of  interest,  the  same  persons 
owning  jointly  the  same  properties.  And  thus  the  holding 
company  was  "busted"  and  the  Shcnnan  Law  enforced. 

17.  Prevention  or  Destruction.— The  prevention  of 
trusts  would  be  far  easier  than  tlie  destruction  of  existing 
trusts.  The  courts  seem  to  be  hindered  by  precedent  and 
form.  Certain  trusts  have  dodged  the  law  and  main- 
tained their  existence  by  changing  the  form  of  their  organ- 
ization, although  in  essence  they  have  remained  the  same. 
The  purpose  of  the  men  who  conspire  under  the  protec- 
tion of  a  legal  form  remains  unchanged.  To  quote  from 
Durand's  excellent  tittle  book:^  "Difficult  as  it  may  be 
to  break  up  trusts  already  formed  and  firmly  knit  together, 
there  seem.-;  no  serious  difficulty  in  preventing  by  law  the 
formation  of  new  trusts.    Indeed,  it  i&  noteworthy  that 

'  The  Tnut  Prablcm,  pp.  S9-40.  This  writer  is  ponicuUrly  indebted 
to  Dr.  Ihirand'i  book  (or  the  ueaunent  of  tevent  of  the  lopks  hen 
diccuned.  especially  Ibc  next  tuple — "Trust  ReftuUiion." 
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since  the  government  began  somewhat  actively  to  tving 
proceedings  under  the  Sherman  Anti-Trust  Act,  almost  no 
trusts  have  been  orgamzed.  If  a  proper  control  o\-er  the 
organization  of  corporations  and  over  their  acquisitioD  of 
corporations  and  over  their  acquisition  of  pn^ierty  and 
securities  were  exercised  by  the  states  and  by  the  Federal 
Government,  the  attempt  to  organize  new  trusts  would  be 
nipped  in  the  bud." 

i8.  Trust  Repilation. — A  policy  of  regulation  is  based 
upon  the  existence  of  trusts  and  it  assumes  that  they  are 
to  continue.  We  have  seen  that  no  blanket  principle  can 
apply  to  all  trusts;  some  few  trusts  (public  utilities  and 
natural  monopolies  are  not  trusts)  having  large  fixed  cq>i- 
tal  are  in  nature  possessed  of  monopoly  power  and  should 
be  regulated  accordingly.  As  for  railroads,  even  the  courts 
have  urged  that  the  common-law  principle  of  allowing  con- 
tracts in  "reasonable"  restraint  of  trade  is  necessary  and 
desirable.'  A  new  judicial  distinction,  doubtless  a  trouble- 
some and  unworkable  one,  has  come  to  the  fore  within  the 
last  few  years.  It  is  that  "good  trusts"  are  to  be  distin- 
guished from  "bad  trusts."  The  latter  to  be  restrained  and 
the  former  to  be  upheld  in  its  agreements  upon  "  reasonable  " 
prices  and  other  contracts  which  will  not  "unduly"  restrain 
trade.  Consumers  regard  all  trusts  as  bad;  interested  par- 
ties pronounce  them  good.  Who  is  the  judge?  Right  here 
lies  the  difficulty.  This  policy  requires  the  government  to 
act  as  judge  and  its  judgment  must  be  based  upon  fact 

Contemplate  the  enormousness  of  the  task  which  the  gov- 
ernment must  assume  and  the  matter  will  appear  at  once 
impracticable,  if  not  unworkable.     Government  r^ulation 
upon  the  baas  of  "good  "  will  compel  the  government  vir- 
•  166  W.  S.  329;  ,7.  w.  S.  567. 
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tually  to  prescribe  what  arc  to  be  reasonable  prices  and 
profits.  The  machinery  for  government  regulation  must 
be  vast  and  expen^ve.  Investigation  of  the  facts  must  be 
continuous,  for  a  good  trust  may  become  bad  over  a  week's 
end.  The  government  must  get  frequent  data,  must  keep 
up  with  changing  costs  of  raw  tnateriab,  labor,  obsoles- 
cence, and  new  investments.  The  complex  principle  of 
joint  costs  must  not  escape  attention.  The  investigation 
of  to-day  will  be  antiquated  by  the  changing  demand  of 
to-morrow. 

The  accounting  problem  is  not  least  among  the  diffi- 
culties. The  Interstate  Commerce  Commission  has  had 
its  full  quota  of  difficulty  in  its  attempt  to  secure  a  work- 
able accounting  system  in  one  line  of  industry'.  In  this  it 
has  not  wholly  succeeded  after  painstaking  effort,  although 
its  problem  is  simple  in  comparison  with  that  of  securing 
satisfactory  results  among  a  vast  number  of  trusts,  differing 
in  nature  and  necessarily  in  systems  of  accounting.  Good 
accountants  arc  scarce  and  their  services  costly,  yet  thor- 
ough regulation  will  require  double  work  in  accounting. 
The  trust  must  have  its  accnuntants  in  order  to  keep  its 
business  straight,  and  as  a  basis  far  its  management  and 
price  policj-.  The  government  must  have  its  corps  in 
order  to  render  judgment  on  the  work  of  the  trust.  The 
complicated  machlnerj'  and  double  work  required  for  any- 
thing approaching  thorough  regulation  would  offset  the 
reason  given  for  allowing  the  good  trust  to  exist — the  rea- 
son of  efficiency.  Furthermore,  if  "good"  be  the  criterion 
for  a  trust's  e-xistcnce.  it  must  follow  that  any  combination 
which  meets  the  test  must  be  allowed  to  form  itself  into  a 
trust  and  its  existence  protected  for  such  time  as  it  be- 
haves itself.    Prc>-entioQ  b  the  safer  method. 
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19.  Heed  of  Further  Legislation. — The  Sherman 
was  worded  in  terms  so  general  as  to  permit  of  a  variety 
of  interpretations.  The  term,  "restraint  of  trade,*'  was  a 
vital  part  of  the  law,  but  it  was  nowhere  delined  in  the 
statute.  In  rendering  the  opinion  in  the  Standard  Oil  case 
Chief-Justice  White  argued  that  Congress  did  not  de&oe 
the  term  in  order  "to  leave  it  to  be  determined  by  the 
light  of  reason."  lie  said  that  if  literally  and  narrowty 
interpreted  it  would  deny  the  right  to  contract  as  to  sub- 
jects embraced  in  interstate  trade.  Thus  it  would  tend 
to  restrain  rather  than  promote  interstate  trade.  But  in 
the  dissenting  (^)iniun  Justice  Harlan  said  that  ".  .  .  Con- 
gress prohibited  every  contract,  combination,  or  monopoly 
in  restraint  of  commerce,  it  prescribed  a  simple,  definite 
rule  that  all  could  understand.  .  .  ." 

Also,  differences  of  o[>inion  arose  as  to  whether  the  la^ 
applied  to  labor-unions  and  to  railway  combinations.  A 
narrow  interpretation  made  it  a  weapon  against  strikes 
and  boycotts.  This  was  not  in  keeping  with  the  spirit  of 
the  act,  and  was  enough  to  call  for  an  amendment  of  the 
law.  Again,  in  its  application  to  railroads  it  o\-crlappcd 
the  Interstate  Commerce  Act.  Railroads  arc  natural 
monopolies;  rate  agreements  are  inevitable,  and  therefore 
call  for  regulation  rather  than  enforced  comiietitioq^| 
These  facts  called  for  a  revision  of  the  law  or  for  furth^^ 
legislation  to  maintain  competition  ia  cases  of  trusts  as 
such. 

30.  Unfair  Methods  of  Competition.— The  purpose 
tJiis  paragraph  is  to  give  an  idea  of  the  nature  of  unfair 
methods  of  competition  in  order  that  we  may  appreciate 
a  leading  problem  which  the  legislation  of  1914  attempted 
la  solve.  Wc  shall  bricHy  enumerate  some  unfair  methods 
which  are  chuACterbtic  oi  all  such  practices. 
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One  promincnl  American  coqwralion'  is  noted  for  the 
ingenious  methods  which  it  used  in  overcoming  competi- 
tion. It  used  "fighting  brands"  which  were  sohl  in  com- 
petition with  the  goods  of  other  companies  at  or  below  the 
cost  of  production.  Meanwhile  It  did  not  grow  poor, 
because  it  was  securing  handsome  profits  on  brands  out- 
side of  the  6ghtiiig  arena.  There  were  many,  among  them 
some  lalwr- unions,  who  refiised  to  patronize  this  so-called 
tni&t.  Thereupon  the  corporation  in  question  bought 
up  twenty  or  more  concerns  and  ran  them  as  supposedly 
independents.  These  concerns  went  through  the  outward 
fonns  of  competition  with  tlieir  owner  and  were  for  u  time 
well  supported  by  the  opponents  of  the  trust.  Other 
methods  empluyetl  Ity  this  concern  were  thiwc  of  forming 
cxdusive  contracts  with  dealers  who  sold  its  products, 
whereby  such  sellers  were  not  to  receive  supiilies  from  com- 
peting companies.  It  furthermore  placed  the  bu.'uness  of 
its  oMnpclitors  under  secret  espionage. 

Such  practices  are  destructive,  never  constructive. 
Their  purpose  and  effect  is  to  destroy  the  business  of  others. 
Oftentimes  a  smaller  corjMjration,  threatened  with  ruin  be- 
cause of  the  unscrupulous  procedure  of  a  successful  rival, 
will  wish  to  sell  its  holdings  if  only  at  a  nominal  sum. 
But  at  least  one  successful  rival  boasts  thus:  "We  arc  re- 
ceiving overtures  to  buy  out  opposition.  We  will  not  buy 
them  out;  we  knock  out."  In  a  criminal  indictment' 
brought  against  the  company  that  made  the  above 
boast  the  following  charges,  among  others,  were  cnimicr- 
atcd:  (a)  Inducing,  hiring,  and  bribing  employees  of 
competitors  to  reveal  tlie  secrets  of  their  business;  (ft) 
bribing  common  carriers,  telegraph  and  telephone  com- 

■  Moyvr  Jacolmcin'!!  The  TqImcco  InduMry   ill   ihe   United    Stales. 
Columbia  Univrrsily  Sliulics,  1907. 

•IiKtiriincni  prrwnted  February  »»,  lou.    P^tral  Rtperttr,  vol  »j. 
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the  Sherman  Act.  The  findings  o(  the  commission,  with 
an  unimportant  exception,  arc  treated  by  the  court  as  con- 
clusive. Its  powers  for  investigation  (except  in  cases  of 
banks  and  common  carriers)  arc  unlimited.  It  can  de- 
mand and  examine  the  books  and  papers  of  corporations; 
it  can  command  witnesses  to  appear  and  testify.  It  b 
significant  that  the  law  makes  witnesses  immmie  from 
prosecution  on  their  testimony.  It  can  require  annual 
reports  or  <;pedal  reports  on  any  subject-matter  it  desires 
from  all  companies  engaged  in  interstate  or  foreign  com- 
merce- These  reports  will  reveal  a  vast  amount  of  infor- 
mation, previously  unobtainable,  and  of  inestimable  im- 
portance in  dealing  with  the  trust  problem. 

The  law  forbids  the  commission's  making  known  "trade 
secrets"  and  names  of  customers;  othcmisc  it  is  at  liberty 
to  give  its  findings  publicity.  A  chief  characteristic  of 
Professor  Jenks's  The  Trust  Problem,  first  publbhed  in 
1900,  was  his  insistence  upon  publicity  as  the  primary 
force  in  the  control  of  trusts.  Public  sentiment,  however, 
vas  not.  then  ripe  for  such  a  measure,  and  trust  officials  pre- 
ferred to  hold  council  behind  closed  doors.  But  the  wisdom 
of  a  policy  of  publicity  was  apparent,  and  it  has  grown 
gradually  into  public  favor.  The  corporations  themselves 
Arc  coming  more  and  more  to  adopt  the  policy.  Many  of 
*hem  upon  their  own  initiative  arc  making  full  reports  to 

"ic  public.     Public  and  business  sentiment  is  ripe  for  a 
**u  measure  of  publicity  and  the  pohcy  has  taken  the 

'onn  of  law.t    It  is  fortunate  that  the  Federal  Trade  Com- 

bw^  *""*"  ^  C<wP««<*<n"  (oiablbhed  In  190^)  ms  a  body  of  tipai 

![?*VUore.   but  could  not  detcxmiiic  wtut  iafoiniuioa  it  miKhi  nuie 

PUOiic     Probably  valuable  findlngi  htve  Dot  been  publiih«d.     In  lU  Md 

*||^'otcnt«t«  Ommerce  Connunoa,  tbroufh  publidty,  hu  reodend  fal- 

■  '-•  aid. 
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ncss;  the  first  two  combine  and  institute  certain  so-called 
unfair  methods  for  mutual  advantage  in  promoting  the 
trade.  The  corabination  cffecta  economics,  and  Brown  is 
outdistanced  in  the  output,  the  service,  and  the  price. 
Two  results  follow:  The  trade  of  the  combination  h  pro- 
moled,  while  that  of  Brown  is  restrained.  The  Sherman 
and  the  Clayton  laws  play  their  part  by  coming  to  the  aid 
of  Brown,  but  in  so  doing  they  hamper  the  promotion  by 
Smith  and  Jone*.  If  to  restrain  one  interest  is  to  promote 
another,  it  follows  that  to  remove  the  cause  of  the  one  is 
to  eliminate  the  cause  of  the  other. 

The  Webb-Pomcrcnc  Act  of  iqiS  appears  to  stand  in 
striking  contrast  with  the  two  acts  above  named.  The 
purpose  of  the  law  Is  to  promote  export  trade  by  permitting 
combinations  among  competitors  for  the  sale  of  gfmds  in 
foreign  markets.  The  law  limits  itself  to  foreign  trade;  it 
would  permit  no  league  of  competitors  whose  power  would 
affect  trade  In  the  United  States.  This  law  stands  for 
combination,  while  the  Sherman  and  Clayton  Acts  stand 
for  competition;  It  Is  in  this  sense  that  the  law  of  1918 
.  Appears  in  contrast  with  the  other  two.  Considering,  how- 
ever, that  the  Webb-Pomcrcnc  law  is  applicable  only  in 
^e  foreign  field,  may  it  not  be  tJiat  the  three  laws  are  con- 
ducive to  the  same  ends? 

No  satisfying  answer  can  be  given  this  important  ques- 
tion within  the  space  at  my  disposal.  Suffice  it  to  say 
that  exporting  combinations  can  amass  the  large  capital 
which  is  necessarj-  to  enable  the  small  as  well  as  the  large 
producers  to  participate  in  foreign  trade.  Competition 
must  be  had  in  the  home  market  if  the  small  producer 
share  his  due  portion  of  trade;  exporting  combinations 
must  be  had  if  the  small  producer  share  his  due  portion 
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